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THE FUTURE OF OUR FOREIGN TRADE 

<iji Study of Our International 'balance in ipi^ 



I. OUR BALANCE OF INTERNATIONAL 
PAYMENTS IN 19 19 

IN its number of July 1919/ The Review or Eco- 
nomic Statistics published a historical and descrip- 
tive study of our balance of international payments from 
1789 to 1918, in which especial attention was devoted to 
the period of the World War. The purpose of the pres- 
ent article is to continue the analysis by presenting a 
statement of our international balance for the calendar 
year 191 9. 

In our pre-war balance of trade the essential fact was 
that the excess of exports, which averaged $487,000,000 
a year in the period 1896-1914,^ was oflset by sundry 
" invisible " debit items, of which the chief were interest 
payable on foreign capital, immigrants' remittances, 
tourists' expenditures abroad, and maritime freight pay- 
ments for the service of foreign-owned shipping. From 
the study of our war-time balance the main conclusion 
was that the huge surplus of exports averaging $2,624,- 
000,000 a year was offset chiefly by the export of capital, 
in the form of public and private loans to foreign coun- 
tries and of American securities returned to this side in 
connection with the operations of exchange stabiliza- 
tion. Other items were of course present, notably the 
large net inflow of gold, which from July i, 1914 to 
December 31, 1918 amounted to $1,029,000,000; but all 
of these items taken together were of minor quantita- 
tive importance compared with the movement of goods 
and of capital. 

We wish now to see what has been the state of our 
balance of international payments during the last calen- 
dar year. It is unnecessary at this stage to attempt to 
mark off the year 1919 from the war period, to ask our- 
selves to what extent it represents a differentiation from 
the characteristic conditions of the war period, and in 
what respects it is indicative of a continuance of those 
conditions. These are questions best answered by a 
presentation of the balance itself. Nor is it necessary to 
trace the course of the exchanges, since the main features 
of the exchange movement of the past year are familiar 
to the average reader as never before in the world's his- 
tory. It is sufficient to note that the year 191 9 was the 
first full year after the Armistice, the first year of the 
reconstruction period; and that in consequence some of 
the war-time artificialities of international commerce 
were removed, two important instances being the un- 
pegging of the exchanges in the spring of 191 9 — and 

1 C. J. BuUock, J. H. Williams, and R. S. Tucker, " The Balance of Trade 
of the United States." 

2 For the five years immediately preceding the War, July i, 1909 to July 
I, 1914, the yearly average excess of exports was $497,000,000. For the four 
years July i, igio to July 1, 1914 it was $572,000,000. 

These figures, as well as those given in the text, include silver with 
merchandise. 



their subsequent decline — and the lifting of the em- 
bargo on gold exports from the United States. On the 
other hand, it is equally well known that as regards the 
situation in Europe and our international relations with 
the countries which participated in the war, the year 
1 91 9 witnessed a continuance of the abnormal condi- 
tions of the war period. The gold embargoes of the 
European belligerents are still in force. Their issues of 
inconvertible paper currency have increased rather than 
contracted. Their needs for goods have not yet been re- 
duced, though the purposes have changed from those of 
war to those of reconstruction; and the need of external 
assistance to finance those purchases has likewise con- 
tinued; so that, despite the low exchanges, both our sur- 
plus of merchandise exports and our capital advances 
continued large. To just what extent, in aU these re- 
spects, the year 1919 was similar to, or different from, 
the war period, and, what is even more significant, to 
what extent the present year and the immediate future 
may be expected to witness a continuance of these con- 
ditions, or the beginning of a new " swing " in our in- 
ternational position, are, as has been said, questions on 
which the presentation and analysis of our balance of 
payments in 191 9 may be expected to provide the most 
helpful evidence. 
We shall begin with the merchandise trade. 

A. Merchandise 

The following table shows the balance of merchandise 
(and silver) trade of the United States by months for the 
calendar year 1919. 

UNITED STATES BALANCE OF TRADE IN 1919 
(Units of $1,000,000) 



Months 



January . , 
February , 
March . . . 

April 

May 

June . 

July 

August . . 
September 
October . 
November 
December 

Totals . 



Total 
trade 



Com- 
modities 



862 
860 
902 

1,020 
970 

1,241 
927 

975 
1.051 
i>oS5 
1,192 
1,104 



12,154 



Exports 



623 

585 
603 

715 
604 
928 

569 
646 

595 
632 

741 
682 



7,922 



Silver 



33 
23 
25 
29 
13 
8 

14 
13 
12 

19 
31 



239 



Total 



Com- 
modities 



643 
618 
626 
740 

633 
941 

577 
660 
608 
644 
760 

713 



8,161 



Imports 



213 

235 
268 

273 
329 
293 

344 
307 
435 
402 

425 
381 



3>904 



Silver 



9 

7 

10 



89 



Total 



219 
242 
276 
280 

337 
300 

350 
315 
443 
411 

432 
391 



3.993 



Excess 

of 
exports 



424 
376 

350 
460 
296 
641 

227 

345 
165 
233 
328 
322 



4,168 



In every particular covered by the table — total 
trade, exports, imports, and excess of exports over im- 
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ports — our trade in 1919 exceeded in value that of any 
of the war years, and represents the farthest point of 
expansion that has ever been attained in the history of 
our foreign commerce. Compared with the calendar 
year 191 8, total trade in 191 9 showed an increase of 
$2,650,000,000, or 28 per cent; exports showed an in- 
crease of $1,759,000,000, or 27 per cent; imports in- 
creased $891,000,006, or 29 per cent; and the excess of 
exports over imports increased $868,000,000, or 26 per 
cent.^ Compared with the yearly average of the war 
period, total trade in 1919 increased $4,567,000,000, or 
60 per cent, exports increased $3,056,000,000, or 60 per 
cent, imports increased $1,512,000,000, or 61 per cent, 
and the excess of exports increased $1,544,000,000, or 59 
per cent.* 

In part, this further expansion of our foreign trade in 
1919 is attributable to the further inflation of prices 
throughout the world. In other words, the increase was 
much more in the value figures than in the quantity 
figures. Yet as compared with 1918, there was an im- 
portant increase in quantity of trade also.^ 

As regards the exports, it is to be noted that the large 
increase in 191 9, as compared with the war years, 
occurred in spite of the virtual cessation of the exports 
of munitions and other military equipment, which con- 
stituted so considerable a part of our war-time trade 
expansion. For example, comparing the four years 



prior to the war with the four years July i, 1914 to July 
1, 1918, explosives increased from $21,000,000 to $1,716,- 
000,000, chemicals from $105,000,000 to $662,000,000, 
and brass manufactures from $20,000,000 to $662,000,- 
000. Yet in 191 9, with military exports virtually at 
an end, and despite also a decrease in the largest single 
category of our war-time exports, manufactures of iron 
and steel, our total export trade exceeded that of the 
maximum war year (1918) by $1,759,000,000. 

Of the three large classes which compose international 
trade — foodstuffs, manufactures, and raw materials 
for manufactures — the great gains in the war period 
were in the first two. Exports of raw materials actually 
declined." In 1919, however, the chief gain was in raw 
materials, the increase amounting to $657,000,000, or 68 
per cent, as compared with 1918. This increase is trace- 
able chiefly to the expansion of the exports of raw 
cotton. The increase in foodstuffs amounted to $688,- 
000,000, or 35 per cent, the largest gains being in wheat 
and wheat flour and in hog products. On the other hand, 
exports of manufactured goods declined in relative im- 
portance. Though showing a moderate increase in the 
absolute figures ($364,000,000), they had only a slight 
percentage increase, about 12 per cent. Even this, how- 
ever, is remarkable when it is recalled that the military 
exports come within this category.' In 1914 manufac- 
tures constituted 47 per cent of our total exports ; during 



United States Balance of Trade in 1918 
(Units of $1,000,000) 



Months 



January . . 
February . 
March . . . 

April 

May 

June 

July 

August . . . 
September 
October . . 
November 
December 



Total 
Trade 



Com- 
modities 



7S2 
630 

78s 
796 
927 
7S8 
795 
828 
829 
788 
78s 
829 



9,504 



Exports 



S°5 
411 
523 
S°o 
SSI 
484 
S07 
527 
SSo 
502 
522 
566 



6,149 



Silver 



7 

7 

13 

12 
46 

9 
41 
21 
10 
32 

7 



253 



Total 



512 
418 
536 
512 
597 
493 
548 
548 
560 
534 
529 
614 



6,402 



Imports 



Com- 
modities 



234 
208 
242 
279 
323 
260 
242 

273 
262 

247 
251 

211 



3,031 



Silver 



71 



Total 



240 
212 
249 
284 
330 
26s 

247 
280 
269 

254 
256 

215 



3,102 



Excess 

of 
Exports 



272 
206 
287 
228 
267 
228 
301 
268 
291 
280 
273 
399 



3,300 



United States Balance of Trade during the War 
(Units of $1,000,000) 





Total 
trade 


Exports 


Imports 


Excess 


year 


Com- 
modities 


Silver 


Total 


Com- 
modities 


Silver 


Total 


of 
Exports 


1914 
(July-Dec.) 

1915 

1916 

1917- 

1918 


1905 
5422 
7978 
9323 
9504 


1,067 
3,555 
5,483 
6,234 
6,149 


26 
54 
71 
84 
253 


1,093 
3,609 

5,554 
6,318 
6,402 


799 
1,779 
2,392 
2,952 
3,031 


13 
34 
32 
S3 
71 


812 
1,813 
2,424 
3,005 
3,102 


281 
1,796 
3,130 
3,313 
3,300 


Totals . . 


34,132 


22,488 


488 


22,976 


io,9S3 


203 


11,156 


11,820 


Yearly 
Averages 


7,585 


4,997 


108 


5,106 


2,434 


4S 


2,479 


2,627 



* For statistical analysis of the relative increase in quantities, prices, and 
values of our exports from July i, 1914 to July i, 1919, see W. A. Berridge, 
" An Analysis of the Exports of Merchandise from the United States," The 
Review of Economic Statistics, October, 1919, from which the following 
index numbers are taken: — 



Fiscal years 



191S 
1916 
1917 
1918 
1919 



Quantity of 
domestic exports 



122 

157 
171 

125 
140 



Export prices of 
too articles 



1 01 

122 
163 
210 
227 



Value of 
domestic exports 



123 
191 

279 
261 

317 



For quantity figures relating to the calendar year 191 9 see p. 7, foot- 
note 8. 

' From $2,960,000,000 in the four years preceding the war to $2,675,000,- 
000 for the period July i, 1914 to July i, 1918. 

' Exports by Groups, 191 7-19 





1917 


1918 


1919 


Groups 


$r,ooo,- 
000 


% 


$r,ooo,- 
000 


% 


$1,000,- 
000 


% 


Domestic: 
Crude materials for use in mfg. 
Foodstuffs in crude condition 
and food animals 


781 

509 

807 

1,315 

2,706 
52 


12.7 

8.3 
I3-I 

21.3 

43-9 
.8 


953 

547 
1,406 

1,053 

2,069 
19 


15-8 

9.1 

23.2 

17.4 

34-2 
■3 


1,610 

678 
1,963 

922 

2,564 
13 


20.8 
8.8 


Foodstuffs partly or wholly mfg. 

Manufactures for further use in 

manufacturing 


25-3 

II.O 


Manufactures ready for con- 
sumption 


331 

.2 








Total Domestic 


6,170 


100 


6,048 


100 


7,751 


100 




64 




lOI 




171 








Total Exports 


6,233 




6,149 


•• 


7,922 
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the war they were $8 per cent; in 191Q they were only 
45 per cent of the total exports. 

Of the total increase of exports, amounting to $1,759,- 
000,000, as compared with 1918, 68 per cent ($1,196,- 
000,000) is attributable to five exports : — ^ 



' To indicate that the exports mentioned in the text have not only 
increased in value, but also in quantity, as compared with 1918, the following 
quantity figures are given: — 



Articles 



Cotton 

Hog products: 

Bacon 

Hams and shoulders 

Lard 

Lard compounds . . . 
Leather: 

Sole 

Upper 

Boots and shoes .... 

Tobacco, leaf 

Wheat 

Wheat flour 



Unit 
(millions) 



lbs. 

lbs. 
lbs. 
lbs. 
lbs. 

lbs. 

sq. ft. 

pairs 

lbs. 

bus. 

bbls. 



2,476 

S78 

243 

373 

49 

44 
74 
IS 
251 
106 
14 



1918 



2,118 

1,105 

537 

549 

44 

27 
40 

13 
404 
III 

22 



3,368 

1,190 

597 
761 

125 

123 

154 

21 

766 

148 

26 



Increase 

in 1919 

over 1918 



1,250 

8S 

60 

212 

81 

96 

114 

8 

362 

37 

4 



' Principal Exports in 1919 compared with 1918 and 1917 
(Units of $1,000,000) 

Exports which Increased in 1919 



Articles 



Bread stuffs 

Meat products 

Dairy products 

Fruits 

Sugar 

Fish 

Tobacco 

Cotton 

Vegetable oils 

Leather 

Leather manufactures 

Wood and manufactures of . 
Paper and manufactures of . 
Rubber and manufactures of 

Automobiles 

Cars other than automobiles 

Textiles, cotton 

Textiles, woolen 

Textiles, silk 

Machinery 



191 7 



632 

370 
67 
34 
64 
22 
61 

575 
24 
81 
42 

71 
46 

35 
120 

53 
159 

17 

9 

286 



1918 



801 

84s 
96 

30 

27 

30 
153 

,674 
29 
55 
37 
87 
54 
32 
97 
54 
181 



283 



920 
1,104 

157 
123 

"5 

49 

306 

1,137 

100 

219 

84 

137 

87 

54 

152 

109 

273 
48 
24 

379 



Increase 

in 1919 

over 1918 



119 

259 
61 

93 
88 

19 

153 

463 

71 

164 

47 

5° 

33 

22 

55 
55 
92 
28 
6 
96 



Exports which Decreased in 1919 



Articles 



Iron and steel manufactures . 

Firearms 

Tin plates 

Copper and manufactures of 
Brass and manufactures of . . 

Chemicals 

Explosives 



I9I7 


1918 


1919 


1,242 


1,03s 


969 


97 


30 


14 


42 


56 


37 


354 


200 


122 


240 


30 


14 


193 


i6s 


134 


640 


244 


28 



Decrease 
in 1919 
cf. 1918 



66 
16 
19 
78 
16 

31 

216 



To the above list might be added two important items which show little 
or no change in 1919: — 



Mineral oils . . 
Coal and coke 



253 
80 



344 

79 



344 



o 

+5 



PRINCIPAL GAINS IN EXPORTS IN 1919 

(Units of $1,000,000) 

1918 1919 



Articles 

Cotton 

Hog products 

Leather goods 

Tobacco 

Wheat and wheat flour . 



674 

633 
92 

508 



i>i37 
860 

303 
306 
650 



Increase 

463 
227 
211 

153 
142 



A more detailed list showing the principal gains and 
losses in the year 1919 as compared with 1918 and 191 7 
is given in the accompanying footnote. ^ 

In imports, the important increases were in raw mate- 
rials and in foodstuffs. The former increased $454,000,- 
000, or 37 per cent, as compared with 1918, and the 
latter $358,000,000, or 48 per cent. Imports of manu- 
factures remained virtually stationary, the increase 
amounting to only $47,000,000, or 4 per cent.-^" 

Of the total increase in merchandise imports ($873,- 
000,000), 93 per cent ($815,000,000) was made up of the 
gains in six commodities : — " 

PRINCIPAL GAINS IN IMPORTS IN 1919 

(Units or $1,000,000) 

Articles 1918 

Hides and skins io8 

Coffee 99 

Cane sugar 241 

Raw silk 194 

Precious stones 24 

Crude rubber 149 

It is worthy of note that none of these imports, except 
precious stones, are European, but come chiefly from 
Latin America and the Orient. It may also be pointed 
out that except for hides and rubber they represent con- 

1° Imports by Groups, 1917-19 



I9I9 


Increas 


307 


199 


261 


162 


393 


152 


342 


148 


loS 


81 


222 


73 





1917 


1918 


1919 


Groups 


$1,000,- 
000 


% 


$1,000,- 
000 


% 


$1,000,- 
000 


% 


Crude materials for use in mfg. . . 
Foodstuffs in crude condition and 


1,268 

386 

352 

537 

392 
18 


43 

131 
11.9 

18.2 

13-3 
.6 


1,220 

346 
397 

650 

40s 
13 


40.3 

11.4 
I3-I 

21.4 

13-4 
■4 


1,674 

545 
556 

610 

492 

27 


42.9 


Foodstuffs partly and wholly mfg. 
Manufactures for further use in 


14.2 
15.6 


Manufactures ready for consump- 


12.6 


Miscellaneous 


.7 






Total imports of merchandise 


2,952 


100 


3,031 


100 


3,904 


100 



" As was the case with exports, imports increased in quantity as well as 
in the value figures. The following quantity figures are given for the imports 
mentioned in the text: — 



Articles 



Hides and skins 

Coffee 

Cane sugar .... 

Raw silk 

Crude rubber . . 



Unit 
(millions) 



lbs. 
lbs. 
lbs. 
lbs. 
lbs. 



1917 



631 

1,287 

4,941 

37 

406 



1918 



362 

1,052 

5,167 

33 

326 



745 
1,334 
7,020 

45 
536 



Increase 

in 1919 

over ioi8 



383 

282 

i>8S3 

12 

210 



8 
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sumption goods. Particularly striking are the large in- 
creases in the imports of luxury goods, precious stones 
and silk. A more detailed list of imports showing the 
principal gains and losses in 1919 as compared with 1918 
and 1 91 7 is given ia the accompanying footnote.^^ 

It is perhaps apparent from, this brief summary of 
imports and exports that the former came chiefly from 
the neutral countries of North and South America and 
the Orient, and the latter went chiefly to Europe. Such 
also was the case during the war period. In general, 
during the war our trade balances were markedly favor- 
able with the Allies, moderately favorable with the 
British possessions and most of the European neutrals, 
and unfavorable with neutrals outside of Europe. In 
1 91 9 this situation persisted, with some important dif- 
ferences in detail. With our associates in the war, our 
favorable balance of trade in 191 9 was almost exactly 
the same as in 191 8, a slight increase in the imports 
from them being offset by a slight increase in the exports 
to them. With Europe as a whole, however, our excess 
of exports increased $894,000,000, or about one fourth. 
In a minor degree this increase was due to the partial 
reopening of trade with the Central Powers, which pro- 
duced a favorable balance of $128,000,000. Chiefly it 
was due to the very marked increase of our favorable 

12 Peincipai, Imports in 1919 compared with 1918 and 1917 

(Units of $1,000,000} 

Imports which Increased in 1919 

Increase 



Articles 



Animals 

Cocoa 

Coffee 

Cotton, raw . . . 
Cotton, textiles 

Fish 

Fruits and nuts 
Furs, undressed 
Hides and skins 
Rubber, crude . 
Mineral oils . . . 
Vegetable oils . 

Paper 

Precious stones 

Seeds 

Silk, raw 

Silk, textiles . . 
Sugar, cane . . . 
Tobacco, leaf . 



I9I7 


1918 


1910 


23 


29 


58 


41 


38 


58 


123 


99 


261 


42 


42 


72 


54 


40 


S3 


23 


28 


36 


64 


75 


96 


26 


32 


69 


210 


108 


307 


239 


149 


222 


21 


26 


31 


71 


114 


133 


42 


43 


54 


41 


24 


105 


40 


45 


69 


190 


194 


342 


40 


28 


55 


222 


241 


393 


33 


■52 


75 



in 1919 
over 1918 



29 
20 

162 
30 
13 
8 
21 
37 

199 

73 

5 

19 
II 
81 
24 

148 
27 

152 
23 



Imports which 


Decreased 


raigip 








1917 


1918 


1919 


Decrease 
in 1919 
cf. 1918 




98 
144 
103 
812 
172 


67 
168 

99 
226 
252 


51 

126 

63 
177 
217 


16 


Clipmicals dves. drusrs 


42 




36 


Fibres and textile grasses 


49 


Wool 


35 







" In 1919, therefore, as throughout the war, Brazil offered a striking 
contrast to the other leading Latin American countries. For an analysis of 
the war period, see John H. Williams, " Latin American Foreign Exchange 
and International Balances during the War," Quarterly Journal of Eco- 
nomics, May, 1919. 



balances with the neutral countries of Europe. Our 
excess of exports to the six most important of these 
countries, the Netherlands, Denmark, Norway, Sweden, 
Spain, and Switzerland, was in 1918 $118,000,000 and 
in 1919 $686,000,000, an increase of $568,000,000. 
Reference to the accompanying table of trade balances 
will show that this large increase of our balance with the 
European neutrals was due entirely to the expansion of 
our exports to them., which was one of the outstanding 
developments of the year, and was responsible for much 
the greater part of the increase in our exports to Europe 
from $3,859,000,000 in 1918 to $5,186,000,000 in 1919. 
Indeed of the total increase of our merchandise exports 
in 1919 ($1,773,000,000) 40 per cent, or $695,000,000, 
was due to the increase of exports to these six neutral 
countries of Europe. 

In North America our balance of trade continued 
favorable, but was reduced from $350,000,000 in 1918 to 
$138,000,000 in 1919, owing partly to a decline of ex- 
ports to Canada from $887,000,000 to $734,000,000, and 
an increase of imports from $452,000,000 to $495,000,- 
000, which reduced our balance from $435,000,000 to 
$239,000,000. Even more striking, however, were the 
changes in our trade relations with Cuba and Mexico. 
Exports to Mexico increased from $98,000,000 to $131,- 
000,000, reducing the unfavorable balance of $61,000,- 
000 in 1918 to $18,000,000 in 1919. In the case of Cuba 
the outstanding fact was the very large increase of our 
imports from $279,000,000 in 1918 to $419,000,000 in 
1919, so that the balance against the United States was 
increased from $52,000,000 to $141,000,000. 

With South America the net change was only slight, 
the balance against us being $308,000,000 in 1918 and 
$246,000,000 in 1919. Our balances with the individual 
countries, however, were altered very considerably. As 
can be seen in the table, the balances of Argentina, Chile 
and Peru, though still against the United States, were 
markedly reduced, whereas that of BrazD, owing espe- 
cially to the heavy imports of coffee at high prices, was 
almost tripled.^^ 

With Asia, also, our balance of trade underwent no 
important change in 191 9. In the case of Japan the 
balance against us was slightly increased, from $28,000,- 
000 in 1918 to $44,000,000 in 1919. With China, British 
India, the Straits Settlements, and the East Indies, the 
balance continued against us, though in each case it was 
somewhat smaller than in 1918. 

Most significant in an analysis of our annual balance 
of merchandise trade is the study of the fluctuations of 
trade during the year. The month to month variations 
are shown by the table on page 5. The following table 
of average monthly figures indicates the principal 
changes in summary form. For purposes of comparison 
a similar table is given in the accompanying footnote for 
the year 191 8." 

Comparing the monthly averages for the half-year 
periods, we find a most interesting reversal of direction 
in 191 9 as compared with 191 8, in both exports and im- 
ports. In 1918 the monthly average exports of the 
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UNITED STATES BALANCE OF MERCHANDISE 
TRADE IN 1919 COMPARED WITH 1918 
BY CONTINENTS AND BY PRIN- 
CIPAL COUNTRIES 

(Units of $1,000,000) 



MONTHLY AVERAGES OF UNITED STATES FOREIGN 
TRADE * IN 1919, FOR THE YEARLY, HALF- 
YEARLY, AND QUARTERLY PERIODS 





Exports 


Imports 


Balance * 




1918 


1919 


1918 


1919 


1918 


igig 


Europe 


3,859 

1,325 

303 

446 

157 
59 


5,186 

1,296 

442 

704 

196 

99 


318 

975 
611 

853 
187 

86 


751 
1,158 

688 
1,041 

155 
112 


+3,541 
+ 350 

- 308 

- 407 

- 30 

- 27 


+4,435 
+ 138 

- 246 

- 337 

- 41 

- 13 


North America . . . 
South America . . . 
Asia 


Oceania 


Africa 




Totals 


6,149 


7,922 


3,031 


3,904 


+3,118 


+4,018 


United Kingdom . 
France 


2,061 
931 
155 
492 


2,279 

893 

378 
443 


149 

60 



24 


309 

124 

8 

59 


+ 1,912 
+ 871 

+ 155 
+ 468 


+1,970 
+ 769 
+ 370 
+ 384 


Belgium ......... 


Italy 




Totals 


3,639 


3,993 


233 


500 


+3,406 


+3,493 


Germany 

Austria-Hungary . 
Turkey in Europe 







93 
42 
20 







II 

2 

14 







+ 82 
+ 40 
+ 6 


Totals 





155 





27 





+ 128 


Netherlands 

Denmark 

Norway 


II 

11 

36 
16 
69 

28 


255 
164 

135 

133 

103 

76 


9 
I 
2 
6 

18 
17 


76 
6 
7 

14 

49 

28 


+ 2 
+ 10 

+ 34 
+ 10 

+ 51 
+ II 


+ 179 
+ 158 
+ 128 

+ 119 
+ 54 
+ 48 


Sweden 


Spain 

Switzerland 


Totals 


171 


866 


53 


180 


+ 118 


+ 686 


Canada 


887 
98 

227 


734 
131 
278 


452 
159 
279 


495 
149 
419 


+ 435 

- 61 

- 52 


+ 239 
18 


Mexico 


Cuba 


- 141 




Totals 


1,212 


1,143 


890 


1,063 


+ 322 


+ 80 


Argentina 

Brazil 


105 

57 

66 
16 

22 


156 
"5 

53 
31 

27 


228 
98 

166 
36 
34 


199 

234 
82 

50 

33 


— 123 

— 41 

— 100 

— 20 

— 12 


- 43 

- 119 

- 29 

- 19 

- 6 


Chile 


Uruguay 

Peru 






Totals 


266 


382 


562 


■ 598 


- 296 


— 216 


Japan 


274 

59 
40 

10 

23 


366 

118 

68 

12 

47 


302 
141 
130 
150 

75 


410 
170 
140 
146 
79 


- 28 

- 82 

- 90 

- 140 

- 52 


- 44 

- 52 

- 72 

- 134 

- 32 


China 

British India 

Straits Settlements 
Dutch East Indies 


Totals 


406 


611 


798 


945 


- 392 


- 334 



(Units or $1,000,000) 






Monthly average for 


Tqfal trade 


Exports 


Imports 


Balance 


The calendar year . 


• 1,013 


680 


333 


+347 


The first half-year . 


976 


700 


276 


+425 


The last half-year . 


1,051 


660 


390 


+270 


The first quarter 


875 


629 


246 


+383 


" second " 


1,077 


771 


306 


+466 


« third 


984 


615 


369 


+246 


« last 


1,117 


706 


411 


+294 



* Excess of exports is denoted by " + ," excess of imports by " — ." 

second half-year were substantially larger than those of 
the first half of the year. Imports, on the other hand, 



* Merchandise and silver. 

were less in the last half of the year than in the first half. 
In 1919 the situation was precisely the reverse. The 
average monthly exports showed a distinct decline in the 
second half of the year, whereas imports underwent a 
very large increase, from $276,000,000 a month to $390,- 
000,000 a month, an increase of over 41 per cent as com- 
pared with the monthly average of the first half of 1919, 
and of almost 51 per cent as compared with the average 
for the year 1918. 

The monthly averages for the quarterly periods show 
these changes in more detail. For the exports they show 
a steady and striking upward movement from $489,000,- 
000 in the first quarter of 1918 to $771,000,000 in the 
second quarter of 1919,^^ followed by a pronounced fall 
in the third quarter of the year, and a recovery in the 
fourth quarter. For imports, they show the high point 
of 1 91 8 to have been the second quarter; thereafter a 
distinct decline is indicated during the remaining quar- 
ters of the year; but in 191 9 there set in a rapid and 
steady expansion of imports, from $246,000,000 in the 
first quarter to $306,000,000 in the second, to $369,000,- 
000 in the third quarter, and $411,000,000 in the last 
three months of the year. 

This striking reversal of direction in the export and 
the import trade in 191 9 is reflected in the monthly 
averages of the balance of trade. The tables show a 
marked increase in the size of the balance in 191 8, a 
large further increase in the first half of 1919, culminat- 
ing in the second quarter of the year in a monthly aver- 
age balance of $466,000,000,^® and then a pronounced 
faU to $246,000,000 in the third quarter, a figure smaller 
than that of any quarter since the spring of 1 918. In the 

" Monthly Averages of United States Foeeign Trade * in 1918, 
FOR Yearly, Half-yearly, and Quarterly Periods 

(Units of $1,000,000) 

Monthly average for Total trade Exports Imports Balance 

The calendar year 792 534 259 +275 

The first half-year 775 511 263 +248 

The last half-year 809 556 254 +302 

The first quarter .... 722 489 234 +255 

" second " .... 827 534 293 +241 

" third " .... 817 . 552 26s +287 

" last " 801 559 242 +317 

• Merchandise and silver, 

'^ This movement culminated in June 1919, when exports reached the 
enormous total of $941,000,000 in a single month. 

'* On the other hand, notice that in 1918 the second quarter of the year 
showed the smallest average balance. 
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fall quarter, despite the annually occurring expansion of 
exports in the harvest season, the trade balance showed 
only a moderate increase, because of the continued 
upward movement of the imports. 

In addition to comparing our total trade balance for 
1919 with that for 1918, therefore, it is interesting to 
make the comparison for half-yearly periods. The 
figures are as follows : — 

UNITED STATES HALF-YEARLY BALANCES 
OF TRADE * IN 1918 AND 1919 

(Units o]? $1,000,000) 

Half-years Exports Imports Balance 

1918 Jan.-June 3,068 1,580 +1,488 

July-Dec 3,333 1,521 +1,812 

1919 Jan.-June 4,201 1,654 +2,547 

July-Dec 3,962 2,342 +1,620 

* Merchandise and silver. 

These half-yearly balances indicate: (i) that our trade 
balance continued to increase up to the middle of 191 9; 
(2) that in the last half of 191 9 there was a very marked 
shrinkage of the balance (a fall of 57 per cent compared 

1'' As is well known from the newspaper reports, our official statistics of 
imports for the year 1919 are subject to an error, the degree of which it is 
probably impossible to ascertain with exactness, but the significance of which 
as affecting the present analysis of our balance of payments it is important 
to consider in some detail. 

The error arose from the method pursued in valuating the imports. 
Under the provisions of the tariff law the value of imported merchandise is 
the market value at the time, and in the country of, exportation, as stated in 
the consular invoice in terms of the foreign currency. These foreign currency 
values are converted at our custom houses into dollars at the par rate of the 
foreign currency, as proclaimed quarterly by the Secretary of the Treasury. 

When the European exchanges began to fall heavily, importers asked for 
relief from the requirement to pay duties reckoned on the par values of 
foreign currencies. From September 9 to October 9, therefore, the cus- 
toms officials converted the foreign currency values of our imports at the 
actual exchange rates current at the time of shipment. But from October 9 
to November 13, the import values were again converted at par, the Treas- 
ury having decided that the method of conversion at the market rate of 
exchange was without warrant of law. On November 13, an executive 
order directed consuls to attach to the invoice of goods shipped to the 
United States a certificate showing the market rate of exchange of the foreign 
currency on the date of shipment; and on November ig, the Treasury in- 
structed customs officials to convert the value of imports into dollars at this 
certified rate of exchange. The market rate of exchange was therefore used 
as the basis for conversion into dollars of the import values of all goods (both 
free and dutiable) arriving between November 13 and December 31, 1919. 
The interpretation of the executive order of November 13 by consuls was 
such, however, that after December 31 and up to February 16, 1920 many 
import invoices arrived without the certificate attached, and in these cases 
the foreign currencies were again converted at par. In other words, our im- 
port statistics for January and the first half of February were obtained by 
converting the value of part of the imports at par and part at the market rate 
of exchange. After February 16 all invoice values were converted at the 
actual exchange rates. 

Our concern is with the effect of these changes in the basis of import 
valuation upon the total value of imports and the balance of trade in 1919. 
It is apparent that the practice of converting at par foreign currencies which 
were markedly depreciated would result in overstatement of our imports 
and understatement of our balance of merchandise trade. But the error is of 
less importance, quantitatively, than it would seem to be at first glance. 
Though no thoroughgoing correction of our trade figures can be attempted 
— except perhaps by the governmental agencies responsible for them — the 
following considerations are pertinent. 

(1) Substantial overvaluation occurred only during part of the year. In 
the first quarter the exchanges were still pegged and the depreciation of for- 
eign currencies comparatively slight. Since imports were reckoned on the par 
value basis during the war period of exchange stabilization, the continuance 
of this method in the first quarter of the year was consistent, gave figures 
comparable with those of the war period, and represented only a slight over- 



with the first half of 191 9) ; (3) that the large increase 
of our total trade balance in 1919 over that of 1918 is 
ascribable entirely to the figures of the first half of the 
year; (4) that the increase of the balance in the first 
half of 1919 was due mainly to the marked expansion of 
exports; and (5) that the pronounced decline of the 
balance in the last half of 191 9 was due mainly to the 
expansion of imports, and in a minor degree to a decline 
of exports." 

B. Gold 

In the war period the gold movement figured as a 
partial offset against the balance of merchandise and 
silver. In 1919 the gold movement constituted an addi- 
tion to the trade balance. In other words, the heavy net 
gold inflow of the war period has been succeeded by a 
net outflow of gold. From July i , 1914 to December 31 , 
1918, imports of gold ore, bulhon and coin into the 
United States aggregated $1,767,900,000, as against 
gold exports of $738,900,000, leaving a total net import 
of $1,029,000,000. In the calendar year 1919 gold im- 
ports were only $76,534,000, while the exports amounted 
to $368,185,000, giving a net export of $291,651,000. It 
is interesting to note the effect of this reversal of the 

statement of the value of imports. For most of September, November, and 
December, when the exchanges were most depreciated, we have the correct 
figures, since import valuation was then on the basis of actual market rates 
of exchange. Serious overvaluation of imports, therefore, occurred in six 
months — April through August, and October. 

(2) Overvaluation of imports occurred only for imports from Europe, 
which were valued at $751,000,000, or 19 per cent of total imports. But of 
this total $180,000,000 came from the six leading neutrals, whose exchanges 
were only slightly depreciated until the fall quarter, the exchanges of two of 
them, Spain and Switzerland, which sent us $77,000,000 of goods, being in 
fact at a slight premium during most of the year. Only $30,000,000 of im- 
ports came from the Central Powers and Russia, whose currencies were most 
depreciated, and only $8,000,000 from Belgium. 

Overvaluation was therefore of importance, quantitatively, only for the 
imports from the United Kingdom, France, and Italy, which were valued at 
$492,000,000, or about 13 per cent of our total imports in 1919. But of this 
amount, $60,000,000 came in the first quarter and $207,000,000 in Septem- 
ber, November, and December, leaving only $225,000,000, or less than 6 per 
cent of our total imports, as the part seriously overvalued. 

(3) The extent of the overvaluation cannot, as has been said, be exactly 
determined, but its approximate amount may be indicated. Of the$225,ooo,- 
000 of imports mentioned, $144,000,000 came from the United Kingdom, 
$56,000,000 came from France, and $25,000,000 from Italy. The maximum 
premium on the dollar in the six months covered by these imports was 15 per 
cent in London, 75 per cent in Paris, and no per cent in Rome. Allowing for 
these premiums, the overvaluation would be $19,000,000, $24,000,000, and 
$13,000,000 on imports from the United Kingdom, France, and Italy, re- 
spectively, or a total of $56,000,000. This is r.4 per cent of our total imports 
in 1919. Since only the maximum premiums on the doUar have been taken, 
our figures perhaps represent an overstatement rather than an under- 
statement of the error in import valuation. 

(4) It may be noted that a slight offset is, possibly, afforded by our im- 
ports from countries where the dollar was at a discount during most of the 
year, notably Argentina, Japan, and British India, from which the imports 
were undervalued, the stated value of imports from these three countries 
alone being $749,000,000, or over 50 per cent larger than from the three 
European countries. The discount on the dollar was comparatively slight, 
however; and any undervaluation of imports ascribable to it would probably 
be offset by overvaluation of the imports from Canada, which were stated 
as $495,000,000. 

(5) Perhaps the most outstanding feature of our merchandise balance in 
the past year was the marked upward movement of the imports, as shown by 
the monthly averages for the quarters of the year. It is worthy of remark 
that this increase in the imports continued in spite of the changed basis of 
import valuation from par to market rates of exchange in the final quarter of 
the year. Had the imports been valued at the par rates the increase would 
have been much more pronounced. 

From this brief examination it is safe to conclude that the overvaluation 
of imports in 1919, and the consequent understatement of the trade balance. 
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gold movement upon the trade balance. In the war 
period the merchandise (and silver) balance of $ii,8o8,- 
000,000 was reduced by the heavy inflow of gold to 
$10,779,000,000. In 1919, our record trade balance of 
$4,168,000,000 was increased by the large outward 
movement of gold to $4,460,000,000, so that the net 
credit balance of merchandise and specie — that is, the 
balance to be covered by the so-called " invisible " items 
of trade — amounted in the single year 191 9 to 41 per 
cent of the total balance of merchandise and specie of 
the entire war period; and was almost twice as large as 
the average yearly visible balance of the war period 
($2,399,000,000). 
The gold movement by months was as foUows : 

GOLD BALANCE OF THE UNITED STATES IN 1919 
(Units of $1,000,000) 



Months 



January . . . . 
February . . . 

March 

April 

May 

June 

July 

August 

September . . 
October . . . . 
November . . 
December . . 

Totals 



Exports 



3-4 
3-1 
3-8 
1.8 
2.0 
83.0 

54-7 
4S-2 
29.1 
44.0 

Si-9 

46.3 



368.2 



Imports 



2.1 

3-9 

lO.S 

6.7 

I.I 

26.1 

1.8 

2-S 

S-o 

2.4 

12.9 



76.5 



Monthly Excess op 



Imports Exports 



6.7 
4.9 



1-3 



•9 
56.8 
S2.8 
42.7 
27.6 
39-2 
49-5 
33-3 



291.7 



It will be noticed that the gold movement was small 
until June, when both exports and imports were the 
largest of the year, and resulted in the largest monthly 
excess of exports, $56,838,000. It is interesting to 
observe that this heaviest gold outflow of the year 
occurred in the month when our exports of merchandise 
and silver, and our favorable balance of trade, attained 
the largest monthly totals in the history of our for- 
eign trade, exports amounting to $941,000,000, and the 
balance of trade to $641,000,000. Likewise, for the year 
as a whole, we have the curious coincidence of the largest 
favorable trade balance in our history and the largest 
net outflow of gold that has ever occurred in a single 
year. This apparent anomaly is of course readily ex- 
plainable. Ordinarily such a pronounced outward 
movement of gold, in the face of a pronouncedly favor- 
able balance of merchandise trade, could occur only by 
reason of a net deficit for the year on the total of our 

did not exceed a small percentage of the stated value of the imports; that, 
in a study dealing with a total merchandise trade of $12,154,000,000, such an 
error is quantitatively of minor importance; and that, though regrettable and 
obviously injurious to many directly touched by it, it does not seriously im- 
pair the facts presented in this paper or alter the conclusions to be drawn. 
Of the additional evidence which the entire incident affords of the de- 
fectiveness of a system whereby our trade statistics are collected incidentally 
to the collection of customs we cannot speak in the present paper. 



international payments, a deficit, that is, on the " in- 
visible " items of payment so large as more than to 
offset the credit surplus created by the exports of mer- 
chandise. In 1919, such was not the reason for the out- 
flow of gold; our gold export was due to the abnormal 
condition which continued after the war. The nations of 
Europe have continued to impound their gold — by 
means of the gold embargoes — which normally would 
come to us in partial settlement of our credit balance; 
so that in effect our trade with most of the European 
countries is still being conducted, from their side, upon 
a basis of depreciated inconvertible paper money, the 
extent of the depreciation being measured by the de- 
basement of their exchanges in the New York market.^^ 
The United States, on the other hand, has lifted its em- 
bargo on gold, which is therefore flowing to the countries 
with which during and after the war our international 
balance has been unfavorable and our exchange at a 
discount. 

The following table shows the principal countries to 
which gold was exported in 191 9. 

UNITED STATES EXPORTS OF GOLD 
BY COUNTRIES IN 1919 

(Units op $1,000,000) 

Japan 94.1 

Argentina 56.6 

Hongkong 40.1 

China 39.1 

British India 34.3 

Spain , 29.8 

Venezuela 12. i 

Mexico 10.4 

Uruguay 9.2 

Dutch East Indies 7.4 

Canada 5.7 

Colombia 5.3 

All other 24.1 

Total 368.2 

The figures show that by far the greater portion of our 
gold exports went to the Orient and Latin American 
countries. Japan alone received $94,114,000, or about 
one-fourth of the total. Japan, Hongkong, China, and 
British India received $207,600,000, or 54 per cent of the 
whole. These four countries together with Argentina, 
the second largest recipient of our gold in 1919, and 
Spain, received $294,000,000, or 86 per cent of the whole. 
The gold exports to Spain are worthy of attention as 
being the only important export of gold to a European 
country. It will be recalled that, as in Latin America 
and the Orient, our balance with Spain was adverse 
during the war, and that the dollar was at a discount, 
the peseta standing at a premium of 45.6 per cent, or at 

1* For an analysis of the mechanism of foreign trade under inconvertible 
paper see John H. WUUams, Argentine International Trade under Incon- 
vertible Paper, Harvard University Press, 1920; "Foreign Exchange, Prices, 
and the Course of International Trade," Annals of the American Academy, 
May, 1920; " Germany's Reparation Payments," American Economic Re- 
view, Supplement, March, 1920. See too, F. W. Taussig, " Germany's 
Reparation Payments," American Economic Review, Supplement, March, 
1920. 
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the average rate of $.281, in April 191 8; and that in con- 
sequence a credit exchange arrangement, designed to 
obviate the necessity of gold shipments during the 
period of our gold embargo, was entered into, as also 
with Argentina, India, Bohvia, and Peru. The flow of 
gold to these countries in 191 9 is therefore the logical 
aftermath of our international relations with them dur- 
ing the period of the war. As regards the flow of gold to 
Argentina, which set in late in the year ^^ and which has 
continued on a much larger scale in 1920, the adverse 
state of our balance with that country is itself a suffi- 
cient explanation, and especially the termination of the 
credit-exchange arrangement whereby Argentina al- 
lowed our importers to pile up an Argentine credit of 
$100,000,000 by making their payments to the Federal 
Reserve Bank of New York, instead of remitting to 
Argentina, the Banco de la Naci6n agreeing not to draw 
upon the Federal Reserve Bank until the termination of 
the agreement. In addition, as is well known, British 
gold payments to Argentina usually have taken the 
form of gold shipments from New York, rather than 
from London, and despite the embargo on gold exports 
still being maintained by Great Britain (up to March 
1920), there was nothing to prevent British bankers 
having settlements to make in Buenos Aires (where 
sterling has been at a discount since August 1914) from 
electing to use their New York balances to provide the 
means of settlement by gold shipments from New York. 
Attention has been called to the fact that the exports 
of gold did not set in heavily untU the middle of 191 9, 
and that they have continued from that date into the 
current year. The following table shows the gold move- 
ment by quarterly periods. 

GOLD BALANCE OF THE UNITED STATES IN 1919 
BY QUARTERLY PERIODS 

(Units of $1,000,000) 



Quarterly periods 


Exports 


Imports 


Excess op 


Imports 


Exports 


First quarter 

Second quarter 

Third quarter 

Fourth quarter 


10.3 

86.7 

128.9 

142.3 


16.S 

33-9 

5-8 

20.3 


6.2 


52.8 

123-1 
122.0 



For the year as a whole, as has been said, when we 
add the excess of gold exports over imports ($291,651,- 
000) to the balance of exports of merchandise and silver 
($4,168,000,000), we find a total credit balance on the 
actual movement of merchandise and specie in 191 9 of 
$4,460,000,000. 

The official trade figures for 1919, however, are ex- 
clusive of $173,400,000 of gold which was received from 
the Reichsbank for foodstuffs sold to the German gov- 
ernment. In February 1920 this gold was still being 
held in London, with the exception of about $42,000,000, 
which had been sold by the federal reserve banks and 
released to foreign interests. On December 31, 1919 the 



total amount of gold held by the Bank of England 
for the federal reserve banks was $131,300,000. This 
amount should be counted as an offset against the ex- 
port of gold in 1919, reducing the net loss of gold through 
transfer to foreign countries to $160,351,000. Our true 
net balance, therefore, for merchandise and specie com- 
bined for the calendar year 191 9 was $4,328,000,000. 

C. The Export of Capital 

As was stated at the beginning of this paper, the chief 
offset against our huge surplus of merchandise exports 
during the war period was the export of capital to foreign 
countries. This export of capital comprised $10,840,- 
000,000 or about 85 per cent of the debit side of our 
balance of payments for the period July i, 191 4 to 
December 31, 1918.^" 

For the sake of more precise comparison with the 
movement of the capital item in 1919, it is convenient 
to recall the main features of the capital movement dur- 
ing the war period. It consisted of three elements : the 
return of American securities, which began in great 
volume at the outbreak of war and continued to be 
large until July 1916, after which date there was a 
marked diminution; private loans of various sorts 
floated in the United States, which were of little im- 
portance prior to the fall; of 191 5 and virtually came to 
an end in April 191 7; and direct advances by the 
United States government to foreign governments asso- 
ciated with us in the war, which began in April 191 7 
and expanded at an extraordinary pace during the 
remainder of the war.^^ 

For purposes of comparison with the year 191 9, the 
important consideration to be noted is that after the 
entry of the United States into the war in April 191 7, 
our lending to the outside world took the form almost 
exclusively of direct advances by the United States 
government in favor of the nations associated with us in 
the war. Other forms of lending virtually ceased. In 
1919, also, the direct advances of the government con- 
stituted the major portion of our foreign lending. These 
advances in 1919 amoimted to $2,039,416,000, bringing 
the total sum so advanced to $9,646,416,000.^^ 

So far as direct governmental advances are concerned, 
therefore, the year 191 9 differed in no wise from the 
period of our active participation in the war, save that 
these direct advances to the Allies reached a smaller 
total for the year than in either i9i8ori9i7. In Janu- 
ary 1920 came the formal pronouncement of Secretary 
Glass against any further advances of this form, that 

" The gold exports to Argentina in December 1919 alone amounted to 

$14,400,000. 

2» See " The Balance of Trade of the United States," The Review or 
Economic Statistics, July, 1919. 

"■ The total net export of capital during the war period was distributed as 
follows: 

Securities returned from Europe $2,000,000,000 

Private loans floated in the United States 1,520,100,000 

Direct advances of the United States government 7,319,500,000 

$10,839,600,000 
^ The total credits advanced by the government to March i, 1920 were 
$9,659)634,649- 
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position being subsequently indorsed by Secretary 
Houston. 

The direct advances to the Allies, however, consti- 
tuted little more than one half of the financial assistance 
rendered by our government to foreign governments in 
1 91 9; to them must be added various important items 
which prior to 191 9 either did not figure at all in the 
government's account with Europe or were of much 
smaller amount than in the past year. The complete 
statement is as follows : 

FINANCIAL ASSISTANCE BY THE UNITED STATES 
GOVERNMENT TO FOREIGN GOVERN- 
MENTS IN 1919 

(Units of $1,000) 

Direct advances $2,039,416 

Funds made available to those governments through 
the purchase of their currency to cover our expend- 
itures in Europe 526,270 

Army and other governmental supplies sold on 

credit (approximately) 685,000 

Relief (approximately) 100,000 

Unpaid accrued interests up to January i, 1920 on 

AlUed governmental obligations 324,212 

Total $3,674,898 

A statement covering all of these items was pub- 
lished by Secretary Glass in a letter of January 28, 1920 
to Homer L. Ferguson, President of the Chamber of 
Commerce of the United States.^^ That statement, how- 
ever, referred to the period since the Armistice. The 
necessary data for limiting the figures to the calendar 
year 191 9 have been very kindly furnished us by Mr. 
Norman H. Davis, Assistant Secretary of the Treasury. 

In his letter Mr. Glass stated the position of the 
Treasury with regard to the proffer of further assistance 
to Europe: 

" The Treasury is opposed to further governmental 
aid beyond that outlined in my annual report and in my 
recent commimication to the Ways and Means Com- 
mittee of Congress, with respect to the extension of 
interest of Allied government obligations held by the 
government of the United States and to the supplying 
of relief to certain portions of Europe. The governments 
of the world must now get out of banking and trade. 
Loans of government to government not only involve 
additional taxes or borrowings by the lending govern- 
ment, with the inflation attendant thereon, but also a 
continuance by the borrowing government of control 
over private activities which only postpones sound solu- 
tions of the problems. It (the Treasury) is convinced 
that the credits required for the economical restoration 
and revival of trade must be supplied through private 
channels." 

And referring to the anomalous situation created by 
the maintenance of the European gold embargoes and 
the lifting of our own, which we have reviewed above in 
detail, he said: 

" The country cannot continue to extend credits on a 
sufficient scale to cover our present swollen trade bal- 



ance against Europe, while paying cash (gold and silver) 
to the countries of Central and South America and the 
Far East, with which it has an adverse balance on its 
own international account." 

Our own opinion on these matters we reserve for 
statement in subsequent pages. The present intention 
is merely to set forth the policy of the Treasury. Even 
more important for the final determination of our bal- 
ance of international payments in 191 9 is the considera- 
tion of whether all, or only some, of the items contained 
in the foregoing official statement of governmental 
financial assistance to foreign governments ought 
properly to be included in the balance, and in what 
manner they affect it. 

The expenditiures for European relief, $100,000,000, 
belong in a category similar to that of the direct ad- 
vances to Allied governments, since they represent the 
export of American merchandise financed by United 
States government credit or gift. The amount expended 
by the United States government for the purchase of 
European currencies, wherewith to cover the expendi- 
tures of our military and other forces still in Europe, 
belongs also on the debit side of our balance of pay- 
ments. Unlike the two items we have mentioned, how- 
ever, these currency purchases do not constitute an 
offset against exports financed by their aid. On the 
contrary, they are akin to an ordinary import of mer- 
chandise, or rather to a pa5Tnent made in defrayal of 
merchandise imported. Instead of importing the goods 
we have exported the consumers of the goods, and also 
the means of payment for the goods thus consumed at 
our charge abroad. From the point of view of the ex- 
change market the effect, and also the exchange trans- 
action itself, is precisely the same as that which would 
have been occasioned by an addition to our imports of 
an equivalent amount, $526,270,000. In other words, 
the effect is to increase the demand for exchange, to take 
up a portion of the supply furnished by oiu* enormous 
excess of exports. 

On the other hand, the direct advances by our govern- 
ment to foreign governments for the financing of ex- 
ports do not give rise to exchange operations at all; their 
very purpose, of coiirse, has been to obviate transactions 
in exchange, the advances taking the form of a direct 
payment on this side to the American exporter,^* with- 
out recourse to the usual exchange mechanism. 

This important feature of the direct government 
advances to finance exports must be borne in mind 
when estimates are made, as has been done' so often of 
late, and with such widely varying results, of the amount 
of " uncovered exchange " created by our huge credit 
balance of merchandise exports, and supposed now to 
be lodging in our banks or in private hands, awaiting 
disposal to importers or serving to feed the flames of 
speculation in the depreciated European exchanges. 
We reserve for a later place the discussion of this topic. 

^ See the Federal Reserve Bulletin, March, 1920, pp. 214, 215. 
^ Similar in purpose and effect are the advances made to exporters by the 
War Finance Corporation. 
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The third item given in our table of governmental 
financial assistance — army and other governmental 
supplies sold on credit, about $685,000,000 — is also 
devoid of connection with our 1919 balance of payments 
so far as the foreign exchange market is concerned. This 
item represents goods carried to Europe in previous 
years — chiefly on government account and therefore 
not represented in our war-time official record of ex- 
ports — and equipment purchased in Europe (also 
prior to 191 9) for our military and other purposes 
abroad. Since these supplies have been sold on credit, 
they do not represent an actual payment in 191 9 either 
for or against the United States, but represent a defer- 
ence of the exercise of our right to payment. The annual 
interest charge on the amount of the credit, however, as 
also the eventual cash pa3mient of the purchase price 
by the foreign governments to which the supplies have 
been sold, will constitute an addition to the credit side 
of our balance of payments in future years; and should 
therefore be included in any statement purporting to 
display the international position of the United States. 

In a similar category belongs the unpaid accrued 
interest on Allied government obligations. It repre- 
sents no actual transference of funds or goods in 191 9, 
and does not figure as an item in the exchange equation; 
but may, and should theoretically,^^ serve to swell our 
credit in future years. 

Apart from the foregoing purely governmental opera- 
tions, the international movement of capital from and 
to the United States was of minor quantitative impor- 
tance in 1 91 9, at least so far as the flotation of new 
foreign bond issues was concerned. The foreign govern- 
ment, provincial, and municipal bonds floated in the 
United States in 191 9 are shown in the accompanying 
table, which has been furnished to the writers by J. P. 
Morgan & Company. The table shows loans amounting 
to $509,378,000. It is to be noted, however, that out of 
the total of sixteen loans mentioned no less than eight 
represent for the most part refunding operations. Sub- 
tracting the portion which represents refunding, $122,- 
050,000, we have a net total of only $387,328,000 
representing new investments in foreign bonds of this 
character. To be added to this total are the foreign rail- 
road, industrial, and public utility loans floated in the 
United States in 1919. The table on p. 15 we have 
compiled from a detailed statement furnished us by the 
Guaranty Trust Company of New York. The table 
shows that the total of these loans issued in the United 
States in the last calendar year was only $48,300,000. It 
is worthy of note that all of these loans were Canadian. 
Adding this to the total previously given for new for- 
eign issues of government, provincial, and municipal 
bonds, we have a total of new foreign loans placed here 
in 1919 of $435,628,000. 

Against this new investment, however, are to be 
counted the foreign loans which matured and were paid 
off within the year. A list of these matured loans has 
been furnished us by J. P. Morgan & Company (p. 16). 

The total of loans which matured is shown to have 



FOREIGN GOVERNMENT, PROVINCIAL, AND 

MUNICIPAL BONDS FLOATED IN THE 

UNITED STATES IN 1919 

Loan Rate Maturity Amount 

*Dominion of Canada .. 55% Aug. 1,1921 $15,000,000 

♦Dominion of Canada . . 55 Aug. i, 1929 60,000,000 

♦Republic of China 

(Chicago Bank Loan) 6 Nov. i, 1921 5,500,000 

Republic of China 

(Pac.Devel. Co.Loan) 6 Dec. i, 1921 5,500,000 

♦Newfoundland 55 July i, 1939 t2, 500,000 

Sweden 6 June 15, 1939 25,000,000 

Switzerland 5 J Aug. 1,1929 30,000,000 

United Kingdom of Gt. f 5* Nov. i, 1922 1 
-r, • • , T 1 1 { i XT r 250,000,000 

Britam and Ireland . . I, 55 Nov. i, 1929 J 

Canadian Provincial 

Issues $31,300,000 

Cities: 

Canadian Municipals . . $6,078,000 

Copenhagen 55 July i, 1925-44 15,000,000 

French Cities: 

*Bordeaux 6 Nov. i, 1934 15,000,000 

♦Lyons 6 Nov. i, 1934 15,000,000 

♦Marseilles 6 Nov. i, 1934 15,000,000 

Rio de Janeiro (Serial) . 6 May 1,1922-31 10,000,000 

*Sao Paulo 6 Nov. i, 1943 8,500,000 

%o9,378,ooo 
* These issues partly or wholly refunding operations. 
t Total issue $5,000,000 floated by Wood, Gundy & Co. United States 
sales estimated at $2,500,000. 

I Amount estimated to have been sold in the United States. 

been $583,553,000. It will be observed that this table 
contains a Canadian loan of $100,000,000, only part of 
which was paid off, the remainder being represented by 
the refunding operation which took place when $75,- 
000,000 of Canadian 5I per cent bonds were issued on 
August I, 1919. Allowing for this change, and for one 
or two minor alterations of similar character, the total of 
matured loans to be set over against the total of new 
foreign investment is $515,053,000. 

In other words, the net balance on the foreign bond 
issues account for 191 9 shows that instead of a net outgo 
of capital in this form we had a net inward movement 
amounting to $79,425,000. The figures which have been 
given do not include, however, the export of capital in 
other forms than foreign loans. These other forms are 
divisible into two items, on neither of which are there 
adequate data available: (i) capital invested by 
American corporations or individuals in their industrial 
undertakings abroad, as for example, lands, mines and 
manufacturing plants in Canada, docks in Hamburg, 
sugar mills and plantations in Cuba, new oil fields in 
Venezuela and Colombia, new packing plants in Brazil; 
and (2) American speculative investments in European 
internal bonds and in European depreciated currencies. 

These items can only be estimated on the basis of the 
best informed opinion. As to the first item, the opinion 
is general that there was no quantitatively important 
export of capital in this form in the calendar year 1919. 

'^° That is, the only possible question about the matter would be one of 
our policy toward the borrowing countries. But see p. 23. 
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FOREIGN RAILROAD, INDUSTRIAL, AND PUBLIC UTILITY LOANS ISSUED IN THE 

UNITED STATES IN 1919 

(Units of 1,000) 



Name of issue 



Interest 
rate 



Date of issue 



Date of maturity 



Date offered in U. S. 



Amount issued in U. S 



I. Railroad Loans 

Canadian Northern Ry: 
Equipment Trusts; Series B 
" " Series C 

25 year notes 

5 year notes 



Jan. I, 1919 

May 1, 1919 

Aug. I, 1919 

Aug. I, 1919 



1919-29 
1919-29 
Feb. I, 1922 
Aug. I, 1924 



2. 



Industrial Loans 

Canada: 
Riordan Pulp and Paper Gen'l Mortgage . 
Spanish River Pulp and Paper Mill Notes. 

Public Utility Loans 

Canada: 
Brazilian Tr. Lt. and Pr. 3 yr. notes . . . 
Montreal Tramw's and Pr. Co. Sec. bonds. 
Toronto El. Lt. Co. 3 year notes 



Jan. I, 
Sept. I, 



1919 
1919 



Jan. I, 1929 
1920-29 



Nov. I, 1919 
Mar. I, 1919 
July I, 1919 



Nov. I, 1922 
Mar. 1, 1924 
July I, 1922 



Jan. 1919 

May 1919 

July 1919 

July 1919 



Jan. 1919 
Sept. 1919 



Nov. 1919 
Mar. 1919 
July 1919 



7,500 
7,500 



4,000 
3,500 



7,500 
7,300 
1,000 



25,000 



7,.SOo 



15,800 



Total 



48,300 



Our conversations with many persons in closest touch 
with the fields mentioned confirm that opinion, except 
in the case of Canada, to which the flow of capital in 
other forms than that of foreign bond issues has appar- 
ently been not inconsiderable. In Canada, the total in- 
flow of capital from the United States in 1919 is officially 
estimated at $225,000,000.^^ Yet governmental bond 
issues floated here show a net outflow to Canada of only 
$10,000,000, and corporation bonds of only $48,000,000. 
It is probable that the Canadian figure of $225,000,000 
is too large, and that it contains an element of foreign 
bond issues which represented refunding operations 
rather than new investment. Even if we put the Cana- 
dian figure at $150,000,000 exclusive of bond issues, 
however, the total of foreign capital exported from the 
United States imder our item (i) was probably not 
greater than $300,000,000. We thus have a net export 
of private capital in all the forms thus far mentioned of 
about $220,000,000. 

The second item, the speculative purchase of Euro- 
pean internal bonds and depreciated European curren- 
cies, cannot, it will readily be appreciated, be arrived at 
with precision. No item of our international balance 
has aroused more general attention than has this one, 
and for no item are the data more elusive and the esti- 
mates more widely at variance with each other. It is 
generally known that these speculative purchases have 
been very numerous and very widespread. Whether 
they amount to large figures in dollars is by no means so 
certain. It is to be noted that even very considerable 
purchases, as quoted in the foreign depreciated curren- 
cies, would be reduced to inconsiderable figures when 
stated in dollars. A purchase of 1,000,000 marks, for 
example, would at the present rate come to only about 



$50,000. And though the depreciation of the exchanges 
did not average anything like so great for the whole year 
1 91 9 as in the current year, the general principle is 
nevertheless of the greatest importance. Moreover, it 
should be borne in mind that European internal bonds 
did not begin to appear in the New York market in 
great quantities until the last half of the year, or even 
the last quarter; a statement which can readily be 
checked by reference to the advertising columns of the 
metropolitan newspapers. Finally, it is to be observed 
that a speculative movement of this sort, coincident 
with the most spectacular dislocation of exchange in the 
world's history, and accompanied by sensational pub- 
licity methods, is almost bound to lead to exaggerated 
estimates as to the quantitative importance of the 
movement. 

The usual method of estimate, moreover, has been to 
sum up such elements of our balance of payments as are 
readily available, to make a general computation of the 
debit items thus securable, and to place the sum of these 
over against the huge merchandise credit balance of 
$4,018,000,000 represented by our ejcports. These ex- 
ports, it is said, represent exchange created ; the debits 
represent exchange taken off the market; the remainder 
represents " uncovered exchange; " this uncovered ex- 
change represents the amount available for speculative 
purchase. By this process, the volume of " uncovered 
exchange " has been variously stated to the writers as 
being $1,500,000,000; $1,750,000,000; $3,000,000,000; 
$4,000,000,000; or even $5,000,000,000. 

On the other hand, some observers no less competent 
have made estimates which are much more moderate. 
The foreign exchange department of one of our largest 
New York banks gave us early in March its opinion that 



2" By Mr. Arthur Meighen, Minister of the Interior. 



1 6 



THE REVIEW OF ECONOMIC STATISTICS — SUPPLEMENT 



FOREIGN GOVERNMENT, PROVINCIAL, AND MUNIC- 
IPAL BONDS FLOATED IN THE UNITED 
STATES WHICH MATURED IN 1919 

Loan Maturity Amount 

U. K. of Great Britain and Ire- 
land 5^% Secured Loan 
Three- Year Gold Notes Nov. 1,1919 $150,000,000 

U. K. of Great Britain and Ire- 
land 5^% Secured Loan Two- 
Year Convertible Gold Notes . Feb. 1,1919 8,000,000* 

U. K. of Great Britain and Ire- 
land Three-Year 5 % Treasury 
Notes Oct. 21, 1919 30,000,000 

U. K. of Great Britain and Ire- 
land Two-Year 5% Treasury 
Notes Feb. i, 1919 37,600,000 

U. K. of Great Britain and Ire- 
land Two-Year 5% Treasury 
Notes Apr. 2, 1919 2,500,000 

U. K. of Great Britain and Ire- 
land Two-Year 5 % Treasury 
Notes Apr. 30, 1919 1,953,000 

U. K. of Great Britain and Ire- 
land Two-Year 5% Treasury 
Notes July 14, 1919 2,000,000 

France — American Foreign Se- 
curities Company Three-Year 
5 % Gold Notes Aug. i, 1919 100,000,000 

French Republic Two-Year 5!% 
Secured Loan Convertible Gold 
Notes Apr. i, 1919 98,ooo,ooof 

French Cities (Bordeaux, Lyons, 
Marseilles) Three-Year 6% 
Gold Bonds Nov. i, 1919 36,000,000 

Dominion of Canada Two-Year 

5 % Notes of 1917 Aug. I, 1919 100,000,000 

Canadian Provincials (estimated) 2 ,000,000 

Newfoundland Three- Year 5% 

Gold Bonds July i, 1919 5,000,000 

China Three-Year 6% Gold 
Treasury Notes Nov. i, 1919 5,000,000 

City of Sao Paulo 6% Serial 

External Gold Loan Jan. i, 1919-28 5,500,000$ 

$583,553,000 

* Total issue $150,000,000 of which $8,000,000 were retired through sale 
of collateral and balance converted. 

1; Total issue $100,000,000 of which approximately $98,000,000 were paid 
off at maturity and the balance converted. 

t $4,950,000 called for redemption January i, 1920, as a result of the 
refunding operation which took place when $8,500,000 City of Sao Paulo 
6 % Secured Sinking Fund Bonds were issued in November 1919. 

the total amount of " uncovered exchange " existent in 
our market at that time would not exceed $500,000,000. 
The Annalist in its issue of February 16, 1920, pub- 
lished an article called " Foreign Exchange Situation 
Alluring to Speculators," which bears some evidence of 
discriminating inquiry. It points out that the specula- 
tion has been chiefly in Continental bonds — mainly 
German, French, Italian, and Belgian — and only to a 
much less extent in British, for the reason that, the dis- 
count on sterling being much less considerable, pur- 
chases of sterling represent a " cross between straight 
investment and the foreign exchange gamble, and those 
seeking only investment can find a plentiful supply of 
American securities to choose from, while those who are 



seeking the exchange gamble can do much better else- 
where." Referring to the period covered by these specu- 
lative purchases, it recalls that " six months or so ago 
two or three forward looking men were making these 
announcements (newspaper advertisements). Now the 
list of houses and individual dealers runs into big 
numbers." Regarding the amount of these purchases, 
it says: " American investment of this kind is larger 
than is generally known; larger, even, than many bank- 
ers realize; " and cites the case of one bond distributing 
house which in a six weeks advertising campaign late 
last fall " received applications which totalled in Ameri- 
can money considerably over $20,000,000." The expe- 
rience of this house is cited as conspicuous, and as an 
" eye-opener to other bond houses; " so that as a result 
of it advertisements began to appear all over the coun- 
try. For the most part the apphcations were small, 
those for $100 and $500 lots predominating, with a few 
$1,000 subscriptions scattered among the others. The 
Annalist's estimate of the total amount of such pur- 
chases is shown by the following: In the aggregate it 
was " enormous; " but, the fact that one firm sold $20,- 
000,000 of foreign internal bonds " does not mean that 
twenty firms sold $800,000,000 in twelve weeks, or any- 
thing like that amount. The saturation point would be 
reached long before any such amount were disposed of. 
But it is entirely possible that $200,000,000 or maybe 
$300,000,000 of these foreign investments could be 
marketed here if a real and comprehensive campaign 
were to be carried on. And that would help Europe 
greatly." 

We cite at such length these widely varying estimates 
of the speculation in European internal bonds and cur- 
rencies to indicate the lack of authoritative data, and 
the lack too of any consistent and authoritative body of 
opinion. In view of this fact, we prefer not to attempt a 
formal estimate, or to introduce so uncertain a quantity 
into the statement which we shall give of our balance of 
international payments for the year 191 9. It will be 
shown, however, by our computation of the balance of 
payments, that most of the foregoing estimates repre- 
sent very wide exaggeration of this item, the excess of 
the merchandise and specie " credits " over the known 
invisible " debit " items leaving a much smaller balance 
of " uncovered exchange " available for speculation 
than is presumed by those estimates. 

The accompanying table gives a classified summary of 
all foreign loans placed in the United States and out- 
standing on March i, 1920. This statement was com- 
piled for the writers by the Guaranty Trust Company 
of New York and accounts for a total of $11,803,624,816 
abroad. It will be noted that the table does not include 
the transfers of government credits, except for the item 
of direct advances to finance exports. 

D. Other Items in the Balance of Payments 

The items that have been mentioned — merchan- 
dise, specie, and capital — are the items chiefly respon- 
sible for the outstanding features of our balance of 
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SUMMARY BY COUNTRIES OF FOREIGN GOVERNMENT, STATE AND MUNICIPAL, AND CORPORATION 
LOANS PLACED IN UNITED STATES AND OUTSTANDING AS OF MARCH i, 1920 





Government 


State and 
municipal 


Corporation 


Total 


Credits advanced 

by United States 

treasury to 

Allied governments 


Grand total 




Railroad 


Public utility 


Industrial 


Canada and 

Newfoundland . . . 
Mexico 


$152,500,000 

500,000 

10,000,000 

2,705,000 

10,806,000 

50,000,000 

4,075,000 

772,633,000 

250,000,000 

2,000,000 

97,500,000 

25,000,000 

5,000,000 
30,000,000 
25,000,000 

13,000,000 
102,552,000 


$120,531,492 

18,500,000 
432,000 

95,000,000 

15,000,000 
5,250,000 


$85,922,500 
128,087,67s 

15,000,000 


$70,595,000 
1,250,000 


$34,950,500 


$464,499,492 

128,587,675 

10,000,000 

2,705,000 

10,806,000 

65,000,000 

4,075,000 

18,500,000 

432,000 

772,633,000 

345,000,000 

2,000,000 

97,500,000 

• 25,000,000 



5,000,000 
30,000,000 
25,000,000 
15,000,000 
13,000,000 
107,802,000 

1,250,000 


$10,000,000 

4,277,000,000 
3,047,974,777 

187,729,750 

343,445,000 

1,621,338,986 

48,236,629 

25,000,000 

26,780,465 

67,329,042 

5,000,000 


$464,499,492 
128,587,675 


Cuba 


Panama 


2,705,000 

10,806,000 

65,000,000 

4,075,000 

18,500,000 

432,000 

5,049,633,000 

3,392,974,777 
2.000 000 


Santo Domingo 

Argentina 


Bolivia 


Brazil 


Chile 


Great Britain 

France 


Germany 


Russia 


285,229,750 

368,445,000 

1,621,338,986 

48,236,629 

25,000,000 

26,780,465 

5,000,000 
30,000,000 
25,000,000 
15,000,000 
13,000,000 
107,802,000 

1,250,000 
67,329,042 

5,000,000 


Belgium 


Italy 


Greece 


Roumania 


Serbia 


Norway 


Switzerland 

Sweden 


Denmark 


China 


Japan 


Australia 


Czecho-Slovakia .... 
Liberia 




Totals . 


$1,553,271,000 


1254,713,492 


$229,010,175 


$71,845,000 


$34,950,500 


$2,143,790,167 


$9,659,834,649 


$11,803,624,816 





payments in 1 91 9. The remaining items may be con- 
sidered more briefly. 

I. Shipping. The shipping item enters into the 
balance of payments in two aspects; transfer of ships by 
sale or purchase, and maritime freight charges receiva- 
ble and payable. In normal times the first item is negli- 
gible, but during the war, according to information 
furnished by the Shipping Board, it amounted to $214,- 
000,000, representing payments by the United States 
for the purchase and the chartering of foreign owned 
vessels. Since the Armistice, the movement of this item 
has been in the contrary direction, but the actual sale of 
ships by the United States to foreigners in 191 9 was 
apparently small. 

The records of the Shipping Board disclose that 
vessels to the total value of $13,964,360 were sold to 
foreign interests and transferred to 'foreign flags. This 
figure relates to ships privately owned, and is not alto- 
gether complete, since in some cases the sale price of a 
vessel is not given. On the other hand, in some cases the 
purchase price of vessels was not paid in cash, but in in- 
stallments extending beyond the year 191 9. For the 
sale of vessels controlled by the Shipping Board " there 
are no figures, it having been the policy of the Shipping 

'" The data given on the sale of ships were supplied by Mr. R. B. Stevens, 
Vice Chairman of the Shipping Board, and the quotations are from his letter 
to the writers. 

. 2' For the data and computations on which these figures are based, see 
" The Balance of Trade of the United States," The Review of Economic 
Statistics, July, 1919. 

2' Report of United States Shipping Board, December 31, 1918, table 2. 
The Second Annual Report of the United States Shipping Board, December i, 



Board not to transfer vessels under its control to for- 
eign interests, except such vessels as were not suited to 
American trades. (Moreover) the sales and transfers 
which have been consummated do not come within the 
calendar year 191 9." ^^ 

It may safely be concluded that the total value of 
ships sold to foreign interests was a very small item in 
1 91 9, and that the net sum did not exceed $20,000,000. 

More important is the item of maritime freight 
charges. As is well known, prior to the war the freight 
item constituted a debit against the United States. For 
example, in 191 4 only 9.4 per cent of our total foreign 
trade was in American vessels, and 90.6 per cent in 
foreign vessels. For the period 1 896-1 91 4, imports car- 
ried in foreign vessels amounted to $18,182,775,000, and 
exports in American vessels to $2,154,551,000, leaving 
an excess, on which net outward freight payments were 
due, of $16,028,204,000. Freight rates, however, were 
low (averaging approximately 5 per cent of value of 
freight carried), so that after deducting for port ex- 
penses, the net earnings of American vessels in the export 
trade was $86,182,000, and of foreign vessels in the im- 
port trade $727,310,000. In other words, the net sum 
remitted abroad on this account was about $641 ,000,- 
000, or about $33,700,000 a year.^^ 

With the war came the revival — at least temporarily 
— of our merchant fleet. From June 30, 191 4 to Decem- 
ber 31, 1 91 8, the ocean tonnage under the American flag 
(other than sailing vessels) increased from 1,066,288 
dead weight tons to 7,881,276.^* The result of this ex- 
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pansion was a marked increase in the percentage of 
exports and imports carried in American vessels. Yet 
since the expansion came principally in the later part 
of the war period, the percentage carried in American 
vessels for the whole period was, after all, not large. 
Foreign vessels stiU carried 67 per cent of the imports 
and American vessels only 13 per cent of the exports. 
For the period July i, 1914 to January i, 1919, the total 
imports in foreign vessels amounted to $7,226,077,000, 
and the exports in American vessels to $3,062,969,000. 
On the basis of an investigation conducted by the War 
Trade Board and the Shipping Board in 1918, it has 
been computed that the freight expense payable by the 
United States on imports carried in foreign vessels was 
$1,083,912,000, and the amount receivable from foreign 
countries on exports carried in American vessels was 
$918,891,000, so that the net outward payment 
amounted to only $165,021,000, or about $36,670,000 
a year. 

With this figure we have to compare that for the year 
1 91 9. During the year the expansion of our merchant 
marine continued on a scale thereforeto unprecedented, 
the total tonnage launched in the United States amount- 
ing to 4,075,385 tons, out of a world total of 7,144,549 
tons. In consequence, the percentage of our foreign 
trade carried in American vessels was very considerably 
increased, being 34 per cent of the imports and 37 per 
cent of the exports. The total value of exports carried 
in American vessels was $2,549,642,000, and of imports 
carried in foreign vessels $2,185,879,000. As to the ratio 
of freight cost to value of cargo, there are no definite 
data, but the available evidence would indicate that 
freight rates experienced some decline from the very 
high level of the later war years, though they did not 
descend to the level of the earlier years of the war. On 
the basis of the official investigation of 1918, already 
referred to, and of the estimates which have been made 
for pre-war periods, as given in The Review of Eco- 
nomic Statistics for July, 1919,^" we may estimate the 
net freight charge at 20 per cent of the value of our 
foreign merchandise trade. ^^ On this basis, the freight 
charge receivable by the United States on exports car- 
ried in American vessels was $509,928,000, and the 
amount payable on imports carried in foreign vessels 
was $437,176,000, giAang a net sum receivable of $72,- 
752,000. Adding to this the $2o,ooo,ood of receipts from 
the sale of ships, we have a net credit item on the total 
shipping accoxmt of about $93,000,000. 

2. Interest Payments on Capital. The most important 
item remaining is interest payments on capital. These 
payments can be reckoned with approximate accuracy. 
On the largest single element of our export of capital — 
the direct advances by the United States government 



to foreign governments, which as we have seen now 
(March i, 1920) amount to $9,659,834,649 — no in- 
terest had been paid up to the end of 1919, the total of 
accrued unpaid interest thereon to January i, 1920 be- 
ing $324,211,922. According to the tabulation drawn 
up by the Guaranty Trust Company of New York, which 
we have given on p. 17, the total of foreign loans placed 
in the United States and outstanding on March i, 1920 
was $11,803,624,816. Deducting the credits advanced 
by the United States Treasury, the net sum upon which 
interest was receivable was $2,143,790,000. This figure 
does not, however, include capital invested in other 
forms than foreign bonds; and, on the other hand, it does 
include some loans placed since 191 9. A similar tabula- 
tion furnished us by J. P. Morgan and Company, of 
foreign loans placed in the United States from August i, 
1914 to December 10, 1919 and outstanding on the 
latter date, shows a total of $11,826,044,000. Inclusive 
of pre-war issues still outstanding, the total given is 
$12,100,000,000. When to this figure we add the very 
considerable investments in other forms than foreign 
bond issues — European internal bonds, land, mining, 
banking, industrial enterprises, and the like — the total 
of American capital invested abroad at the end of 1919 
was not less than $13,000,000,000. Subtracting from 
this enormous figure the United States government 
advances, on which interest was not paid — $9,647,- 
416,000, on December 10, 1919 — we have a net figure 
on which interest was payable of about $3,350,000,000. 
At 5I per cent the interest on this sum was $184,250,000. 
On January i, 1919, according to a similar tabulation 
prepared last year by the Guaranty Trust Company of 
New York,^^ the total of foreign loans outstanding in the 
United States was $9,483,327,000. Inclusive of capital 
invested abroad in other forms than bond issues, the 
total was $10,500,000,000, of which $7,608,000,000 con- 
sisted of government advances to the Allies. The net 
sum on which interest is computable was therefore about 
$2,900,000,000. Interest at 5! per cent on this sum 
would be $159,500,000. By taking an average of these 
interest payments at the beginning and end of the year, 
we have an interest charge receivable during the calen- 
dar year 1919 of $171,875,000. 

From this sum is to be deducted the interest payable 
by the United States on foreign capital still remaining in 
this country. Despite the heavy return of American 
securities up to April 191 7, amounting to about $2,000,- 
000,000 — these securities having been mobilized 
abroad and utilized for exchange stabilization — and 
the revival of this movement which is said to have oc- 
curred upon the unpegging of the exchanges in the 
spring of 191 9, it is estimated that somewhat more than 
$1,000,000,000 of our securities are still in foreign hands. 



1918, p. 55, shows that something less than 40 per cent of the tonnage con- 
trolled by the Board was owned, and that the remainder was chartered or 
requisitioned. 

* See pp. 226, 231, 249. 

^' This figure was doubtless exceeded in many individual instances. On 
the other hand, this figure would not contain the large item of port expense, 
which in the pre-war period was estimated at one-third to one-fifth of total 



freight earnings. (See The Review of Economic Statistics, July, 1919, 
pp. 226, 231.) C. H. Hobson's detailed receipts and expenditures of seven 
voyages in 1907 showed the expenses in foreign ports to be 30 per cent of 
total receipts. See The Export oj Capital, p. 179. It may also be noted 
that of our total foreign commerce in 1919, $1,188,000,000, or 10 per cent 
of the whole, was carried in land vehicles. 

^ See The Review of Economic Statistics, July, 1919, p. 248. 
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and that, the annual interest payable thereon is about 
$50,000,000. Deducting this sum from the interest re- 
ceivable we have a net inward movement of interest 
payments amounting to about $122,000,000 in 191 9. 

3. Immigrants' Remittances. For the remaining items 
which enter into the balance of payments the available 
data are uncertain. Easily the most important in the 
past year was the remittances of immigrants to their 
home countries. Competent opinion is agreed that these 
remittances have increased; and it may be recalled that 
an increase in this item was predicted in the Review of 
July, 1 91 9, to which reference has several times been 
made in this paper. The reasons for the increase are 
fairly obvious — the more favorable position of the 
workman in this country than in European countries 
under the conditions which have existed there, the in- 
creased need of assistance of those in the home coun- 
tries which has accompanied the increased means of 
assistance of those on this side, and the inflated price 
level, which would translate a volume of remittances not 
proportionately larger as compared with incomes than 
in pre-war years into a considerably larger sum. To a 
certain degree the savings of the immigrant class, it is 
well known, have gone into the speculative purchase of 
the depreciated currencies and internal bonds of their 
home countries; so that to some extent it is probable 
that the item of immigrants' remittances and that of the 
purchase of European internal bonds and currencies 
which we have treated under the head of capital invest- 
ment, overlap, so that the statement of complete and 
separate totals for both of these items, even if that were 
possible, would involve a considerable element of double 
counting. 

Finally, immigrants have rendered very considerable 
assistance to their people in the home countries through 
the plan for the selling of food drafts in this country 
which was inaugurated by the American Relief Admin- 
istration. Drafts are sold in multiples of $10 and $50; 
against them parcels of food are. issued at the ware- 
houses of the Relief authorities in Hamburg, Vienna, 
Budapest, Warsaw, and Prague. It is reported that 
within three weeks of the institution of this arrange- 
ment, 9,500 packages of food were delivered in Europe. 
As an indication of the volume of assistance that could 
be rendered by this and other forms of remittance, it 
may be noted that the Food Administration has esti- 
mated that between three and four million families in 
the United States have family affiliations in Eastern and 
Central Europe alone. Assistance in the form of food 
drafts, however, belongs properly to the year 1920, 
rather than to the calendar year 191 9. 

There is ample support, then, for the conclusion that 
in 1 91 9 immigrants' remittances, in various forms, were 
considerably increased. Some of the estimates which 
have been made, however, are clearly exaggerated. For 
instance, there is the report current, and credited in 
some very respectable quarters, that immigrants re- 
turning to their home countries in the past year carried 
with them from $800 to $3,000 each in cash, drafts, or 



bonds. According to a statement of the Inter-Racial 
CouncU, nearly 1,000,000 foreign-born laborers have 
left the United States for Europe since the Armistice 
was signed. If we should put these statements together, 
we would have, as a minimum, a total of $800,000,000 
carried out of the country, not to speak of the sums 
remitted by those remaining — a result sufficiently 
astonishing to display the note of exaggeration which 
has crept into this, as into many other phases, of our 
international situation. 

Immigrants' remittances in 191 9 may best be esti- 
mated by reference to the estimates available for pre- 
ceding years. As a result of a survey of all the evidence 
obtainable, including a first hand investigation made by 
C. F. Speare in 1907 among the small foreign bankers 
who handle this business almost exclusively,^^ immi- 
grants' remittances have been estimated as averaging 
$150,000,000 a year in the period 1896-1914.^* By Sir 
George Paish, in his balance drawn up for the United 
States National Monetary Commission of 1910, immi- 
grants' remittances were also stated to be $150,000,000. 
Allowing for their growth, it is probable that these re- 
mittances were nearer $200,000,000 immediately prior 
to the war, and that by the end of the war period they 
had increased to $250,000,000. This is the figure given 
in 1 91 8 by J. Lawrence Laughlin.'^ In 191 9 it is prob- 
able that they amounted to at least $300,000,000. 

In counting this item in the balance of payments, it is 
to be noted that not all remittances by immigrants de- 
serve to be reckoned in the net smn stated under this 
category. A portion of the remittances is made by 
persons returning to Europe to live, and should be set 
over against the item of cash brought to the country by 
newly arriving immigrants. Moreover, in normal times 
many small money orders and drafts are sent to Europe 
in purchase of small parcels of goods, which figure in the 
merchandise imports; it is not possible to determine if a 
small remittance represents a purchase of commodities 
or merely a gift. Likewise, assistance which takes the 
form of a transmission of food or other goods from this 
side, or is intended for the distribution of American 
goods from our warehouses in Europe, would be counted 
under the head of the merchandise trade. Allowing for 
these factors, and comparing with preceding years, it is 
probable that the estimate given, $300,000,000, repre- 
sents with approximate accuracy the net sum of purely 
immigrant remittances in 191 9. 

4. Other Items in the Balance of Payments. The re- 
maining items of our international balance were of minor 
importance in 191 9. The only important one is tourists' 
expenditures, which prior to the war amounted to from 
$150,000,000 to $200,000,000 a year.^^ Paish's^^ estimate 
for 1909 was $170,000,000, and that of Bradstreet's ^* 

^ North American Review, January, 1908, p. 109. 

« C. J. Bullock, J. H. Williams, and R. S. Tucker, " The Balance of 
Trade of the United States," The Review op Economic Statistics, July, 
1919, p. 231. '^ See CreditoftheNations, p. $41. 

^^ See The Review of Economic Statistics, July, 1919, p. 230. 

^' The Balance of Trade of the United States, National Monetary Commis- 
sion, 1910, pp. 178-180. 

'^ Bradstreet's, November 21, 1914, p. 7S4- 
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for 1 91 4 $175,000,000. During the war tourists' remit- 
tances virtually came to an end; and though advices 
from Europe indicate that a greater influx of tourists 
than ever before is being anticipated and planned for, 
there is as yet little evidence that the movement has 
begun on any extended scale. For the year 191 9, our 
tourists' expenditures in all foreign countries probably 
did not exceed $50,000,000. 

The only other item worthy of note is that of marine, 
fire, and other forms of insurance. It is known that the 
number of foreign insurance agencies in this country 
and the volume of business done by them is large. All 
investigations go to show, however, that the net sum 
annually remitted from the United States under this 
head is small, and that its precise amount is very diffi- 
cult, perhaps impossible, to determine. ^^ An investiga- 
tion by the War Trade Board and the Shipping Board 
for the first half of 191 8, showed that in our trade with 
thirteen neutral countries the net remittance for marine 
insurance was only $826,000 and for war risk insurance 
only $250,000. An investigation by the Spectator, of 
New York, covering fire, as well as marine, insurance, 
and based on a compilation of the net amounts which 
the United States branches of seventy-two foreign fire 
and marine insurance companies remitted to or re- 
ceived from their respective home offices in each year 
from 1 91 4 to 1 91 6, showed aggregate net remittances 
from the United States for the five-year period of only 
$8,967,31 1 . In view of the small size of this item, and of 
the uncertainty as to the degree of error in the compu- 
tation, it is omitted from the balance for 191 9. 

E. The Balance of International Payments 
IN 1919 

In the accompanying tables we present the balance of 
payments of the United States for the calendar year 
1 91 9. The first table presents in detail the various items 
which gave rise to payments to the United States and 
those which required payments from the United States. 

The second table presents what may be called the 
" balance of international indebtedness; " in other 
words, for each item giving rise to payments to and pay- 
ments from the United States there is stated the net 
credit or debit balance, as the case may be. 

This table shows the dominating position of the ex- 
ports of merchandise and specie on the credit side of our 
balance of payments. Out of the total of net credits, 
amounting to $4,543,000,000, $4,328,000,000 consisted 
of the surplus of exports of merchandise and specie; the 
surplus of merchandise exports alone amounted to 
$4,017,744,000. The table shows too in summary form 
the offsetting items against this huge excess of merchan- 
dise exports. It indicates that, as during the war period, 
the chief offset was the export of capital. This item 
comprised $3,369,000,000, or 80 per cent of the debit 
side of the balance. The remaining items were smaller 

*' For a statement of the very complex and difficult considerations which 
enter into the determination of this item, see The Review of Economic 
Statistics, July, 1919, p. 250. 



BALANCE OF INTERNATIONAL PAYMENTS OF THE 
UNITED STATES FOR THE YEAR 1919 

(Units of 1,000,000) 

Credit Debit 

1. Exports of merchandise and silver 8,161 

2. Exports of gold 368 

3. Interest on American capital abroad 172 

4. Foreign loans matured and paid off 515 

5. Freight payments receivable on exports car- 

ried in American vessels 510 

6. Sale of ships 20 

1. Imports of merchandise and silver 3,993 

2. Imports of gold 77 

3. Gold held by Bank of England for Federal 

Reserve Banks 131 

4. New foreign bond issues 436 

5. Other private foreign investments (exclusive 

of European internal bonds) 300 

6. United States government direct credit ad- 

vances to foreign governments 2,039 

7. U. S. government purchases of European 

currencies to cover expenditures in Europe 526 

8. Rehef 100 

9. Government suppUes abroad sold on credit to 

foreign governments 685 

10. Unpaid accrued interest on government 

advances 324 

11. Interest on foreign capital in the United 

States 50 

12. Freight payments payable on imports carried 

in foreign vessels 437 

13. Immigrants' remittances 300 

14. Tourists' expenditures 50 

Totals 9,746 9,448 

Net Balance 298 

BALANCE OF INTERNATIONAL INDEBTEDNESS OF 
THE UNITED STATES FOR THE YEAR 1919 

(Units of 1,000,000) 

Credit Debit 

1. Excess of exports of merchandise and silver 4,168 

2 . Net export of gold (minus gold held for Federal 

Reserve Banks by Bank of England) 160 

3. Net interest payments receivable 122 

4. Net freight charges receivable, and sale of ships 93 

1 . Net private investment (exclusive of European 

internal bonds) 221 

2 . Government credit advances to foreign govern- 

ments 2,039 

3. Government purchases of European curren- 

cies 526 

4. Rehef 100 

5. Government supplies abroad sold on credit to 

foreign governments 685 

6. Unpaid accrued interest on government ad- 

vances 324 

7. Immigrants' remittances 300 

8. Tourists' expenditures 50 

Totals 4,543 4,245 

Net Balance 298 

in amount, their total being $876,000,000; and of this 
sum $526,000,000 represented our government's pur- 
chases of foreign currencies to meet our expenditures in 
Europe. 
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Indeed, on the debit side, the striking feature of our 
international balance was the predominant part played 
by purely governmental operations. Of the total debits, 
$4,245,000,000, no less than $3,674,000,000 represents 
governmental financial assistance rendered to Europe in 
one form or another. Without this item the debit side 
of the balance would amount to only $571,000,000. Of 
the total of the governmental items, $3,148,000,000 
represents extensions of credit to European govern- 
ments. 

As between the public and the private export of 
capital, it is seen from the table that out of a total ex- 
port of capital of $3,369,000,000, $3,148,000,000 repre- 
sents the governmental extensions of credit which we 
have cited; and that if these were removed, the net ex- 
port of capital representing private investment in 
foreign countries would amount to the small figure of 
$221,000,000. Furthermore, when this latter sum is 
placed over against the net interest payments received 
(all of which we have seen to have been on purely private 
capital invested abroad) — $122,000,000 — the net 
outflow of capital on private account is reduced to only 
$99,000,000. 

It will be observed that our balance of international 
payments, in the two forms in which it has been stated 
above, shows only a small net excess of credits ($298,- 
000,000,000) which could be represented by exchange 
created by the exports and not taken oS the market, 
bankers' balances abroad, and the like. Furthermore, 
from the debit side of the balance there has been omitted 
all reference to the speculative purchases of European 
internal bonds and depreciated currencies. The inclu- 
sion of only a moderate sum to represent this item would 
wipe out the small credit balance shown and leave 
nothing to represent " uncovered exchange." Yet that 
the amount of exchange created by the exports and not 
taken off the market was considerable is quite generally 
agreed. And it is equally beyond question that this 
" uncovered exchange " has served as the basis of very 
widespread and much advertised speculation in the 
depreciated European exchanges: though such estimates 
as have been made we have shown to be widely variant, 
and for the most part exaggerated. 

The failure of the balance to show a surplus adequate 
to cover these items is due to the inclusion of certain 
items of governmental assistance to Europe which, 
though they played an important part in our financial 
account with the outside world in 191 9, stood entirely 
outside of the actual exchange market. Since this point 
has already been covered in some detail (see above p. 
13), it is only necessary to repeat that of the total gov- 
ernmental financial assistance extended, $3,674,000,000, 
only one item, that of government purchases of Euro- 
pean currencies to defray our expenditures abroad 
($526,000,000), would serve to take up exchange; and 
only the direct advances to the AUies plus the item of 
relief ($2,139,416,000) served to finance exports. Two 

* It may be noted, too, that some portion even of this surplus of $1,307,- 
000,000 would not represent exchange created; for there should be deducted 



items, whose total was $i ,009,000,000 — the sale of 
government supplies abroad on credit, and the unpaid 
accrued interest — had no connection whatever with 
the foreign exchange market, and represented no actual 
movement of capital or goods from the United States in 
1919, but simply a deference of the exercise of our right 
to payment. 

If we should omit these two items from the balance, 
therefore, the result would stand as follows: 

(Units of $1,000,000) 

Credit Debit 

1. Excess of exports of merchandise and specie . 4,328 

2. Net credit on shipping account 93 

1. Government advances to finance exports, and 

relief 2,139* 

2. Net export of private capital (minus interest 

receivable) 99 

3. Government purchases of European curren- 

cies 526 

4. Remittances of tourists and immigrants 350 

Totals 4,421 3,114 

Net Balance 1,307 

* In strictness, the government advances to finance exports should also 
be omitted, since they did not represent exchange transactions, but were in 
fact designed to obviate the necessity of resort to the exchange market. But 
also, it would be necessary to deduct from the surplus of merchandise exports 
an equal sum, representing the exports financed by this means. 

This summary statement shows a surplus of $1,307,- 
000,000, representative of exchange created by the ex- 
ports and not covered by the debit side of the balance. 
It includes exchange created and being held by bankers 
and others, who either could not or were unwilling to 
unload at the rates current, and the country-wide specu- 
lative purchases of the depreciated European currencies 
and internal bonds.^" 

IT. CONCLUSION: THE FUTURE OF OUR 
FOREIGN TRADE 

Aside from its utility as a record of fact, the virtue of 
such a survey as we have just concluded lies in the hope 
that it may throw light upon the future of our foreign 
trade. The balance of payments in 191 9 was very like 
that of the war period — a huge surplus of merchandise 
exports on the one side, a large export of capital on the 
other; a continuance of an abnormal situation produced 
by the imperative need of Europe for our goods, her in- 
ability to pay in goods or specie, and the provision of 
the means of payment by the United States. How long 
can this situation continue, and what will be the state 
of our balance of trade when it ends ? 

To the first question we have a partial answer in the 
recent decision of the Treasury. The direct advances of 
the government to finance exports to Europe have 
ceased. This means, to be sure, not the immediate ces- 
sation of our assistance of Europe, but rather the sub- 
stitution of private export financing for public. Yet it is 

an allowance for (i) exports financed through the War Finance Corporation, 
and (2) exports sent forward on consignment. 
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one more important step in the process of return to a 
normal basis of trade which began with the unpegging 
of the exchanges and the lifting of our gold embargo in 
the spring of 191 9 — despite some rather alarming 
occurrences since that time. 

If we were now on a normal trade basis what would be 
the state of our trade balance ? The answer is pretty 
generally agreed upon. Our huge excess of exports 
would disappear. It would probably be followed by 
some excess of imports over exports, though upon this 
point there is not the same agreement. The reason for 
the change is equally well known. As a nation we have 
passed from the debtor to the creditor position. The 
summary figures show the change. In 191 4 we owed 
from $4,000,000,000 to $5,000,000,000 in foreign capital 
invested here, as against about $1,500,000,000 of Ameri- 
can capital abroad. We owed a net interest charge of 
about $160,000,000 a year. This, with other items of 
indebtedness, had to be met by an excess of goods ex- 
ported over goods imported. This excess of exports was 
characteristic of our balance of trade from 1873 on. 
Now we have $13,000,000,000 of capital abroad, as 
against about $1,000,000,000 of foreign capital here. 
The total interest due to us is about $600,000,000 a year. 
This sum exceeds our net outgo on other invisible items. 
It should therefore mean an excess of merchandise im- 
ports over exports — to pay the creditor his interest. 

But this answer is too general to be of much worka- 
day use. It supposes a normal condition of trade, looks 
to an ultimate situation, takes no account of the time 
necessary to bring this condition about, or of the 
changes in the numerous items in our international 
balance which might be expected to occur during that 
interval and to affect and perhaps postpone, though not 
to alter, this ultimate condition of our balance of trade. 
It puts aside, too, or at least looks well beyond, the 
many special and unusual circumstances which render 
so difficult a just appraisal of our international situa- 
tion. For some years our balance of payments may 
continue to be affected — perhaps even dominated — 
by decisions of international policy quite outside the 
sphere of the orthodox reasoning with regard to the 
normal workings of international trade and payments. 
Wm our government continue to make large purchases 
of European currencies to meet military and other ex- 
penditures in Europe ? That would depend upon deci- 
sions as to policy. In 191 9 those purchases (to maintain 
troops in Germany and the like) came to more than 
$526,000,000, a sum about equal to the total of our debit 
balance on invisible items (interest payments, freight 
payments, remittances of tourists and immigrants all 
combined) in the pre-war period. Are all our credits 
good; must more be advanced; by what means, and 
for how long a period ? What allowance must be made 
for the fact that Europe is stiU on a basis of inconverti- 
ble paper, with her embargoes on gold exports still oper- 
ative ? What would be the effect of price deflation — 
so generally predicted — upon our trade balance; and 
what the effect of changes in the trade balance upon the 



price movement ? What is the significance of the anom- 
alous position of a creditor nation, with the largest fav- 
orable trade balance the world has ever seen in any 
country, which until recently has been losing gold on an 
unprecedented scale ? The disappearance of our surplus 
of exports and its replacement by an excess of imports 
presuppose, in theory, the contrary process — an inward 
movement of gold, a rising price level as compared 
with that in other countries, a consequent discourage- 
ment of exports and encouragement of imports. 

These few questions — out of the many that could be 
asked — indicate how tangled and extraordinary an 
aspect our situation bears upon its face. Some of them 
cannot be answered without rashness — least of all 
those which involve questions of policy. Yet there are 
some clear considerations which will have a bearing 
upon the future of our foreign trade, and some straws 
indicative of tendencies now discernible, which help us 
to visualize the changes which will occur in our trade 
balance, and to reckon — at least negatively — the 
period of time which will be required for these changes 
to work themselves out. 

In the first place, there is the consideration which has 
already been pointed out by the present writers in pre- 
vious papers and by certain others. The fact that a 
nation has become an international creditor rather than 
a debtor does not necessarily mean that the nation 
forthwith acquires an excess of merchandise imports 
over exports. Indeed, the experience of other nations 
— of England, France or Germany in the last half of the 
nineteenth century — has been precisely the' reverse. 
The first stage — and usually a prolonged stage — in 
the process of international lending (that is, of becoming 
a creditor nation) is one of remittance to the borrowing 
countries. This remittance means an annual outflow of 
goods sufficient to cover both the merchandise imports 
and the new annual loans. Only after a considerable 
period, and by a gradual process, is the stage reached 
where the volume of investment in previous years 
yields such a large return of interest as to exceed the 
new annual loans and to induce a shifting of the trade 
movement to the point where imports exceed exports. 

In our own case, the large volume of foreign invest- 
ment has come with startling suddenness, on a scale and 
with a rapidity never before witnessed in the world. Yet 
more than three-fourths of the whole consists of govern- 
ment advances of credit. The part played thus far by 
private capital has been indeed surprisingly small in 
comparison. Is it not probable that the impetus 
afforded by the war will carry us farther into private 
international financing than ever we have gone before, 
particularly now that the government has definitively 
withdrawn from the field ? Here is one more of the un- 
predictable phases of our international situation. Able 
supporters are not lacking for both sides of the question. 
One view is that there will be some flare-up of foreign 
investment during a brief post-war period, but that it 
will not last, or amount to much — opportunities for 
investment at home are too varied and promising, we 
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are financially a nation of stay-at-homes, we have de- 
veloped no national habit of foreign adventure like the 
British or the Germans, and so on. As to investing in 
Europe, the reasoning takes the form of the following 
very pretty tangle. We wiU not invest in Europe be- 
cause of the instability of government in so large a part 
of it; this instability is due to economic pressure and 
social unrest; these latter will endure until industry is 
started; but you cannot start industry until you get 
credit to buy raw material; but you cannot get credit 
because of .the instability — and so on round and round 
the circle. 

So far as its effect on our balance of payments is con- 
cerned, however, our export of capital need not take a 
particular direction. Our private investment has thus 
far gone into Canada and Latin America, and to a much 
less degree to the Orient. It has been accompanied 
— and in many instances preceded — by a most nota- 
ble expansion of our international banking and foreign 
trade financing, and at home — even within the past 
year — by a very noteworthy growth of foreign invest- 
ment banking houses of the very highest character. 
This development, as also the increasing strength of our 
commercial foothold, and the growth of our trade both 
export and import, in those parts of the world, would 
seem to imply that some foreign investment is hereafter 
to be expected as a normal characteristic of our inter- 
national relations. This view finds support, too, in 
the analogy with the experience of other industrial 
nations. Sooner or later the stage is reached where cap- 
ital is sufficiently abundant to induce an outflow into 
promising outside fields. Though the analogy loses 
some force in our case by reason of the greater size, re- 
sources, and opportunities of our country, the general 
principle is of the greatest importance; and it finds 
ample illustration in the increasing number and mag- 
nitude of our industrial undertakings in Canada and in 
many parts of Latin America. As to a " flare-up " of 
investment after the war, to be followed by a return to 
the stay-at-home policy, there is at least as much to be 
said for just the contrary view. It is very probable that 
in the past year, quite aside from the difficulties created 
by the great burden imposed by our present program 
of taxation, our investment of private capital abroad 
would have been greater than it was had it not been for 
the uncertainties engendered by the war. The attitude 
toward European investment is a case in point. For the 
rest, there is all the uncertainty as to market and price 
conditions and changes that would naturally develop in 
so abnormal a world situation. It is worthy of note that 
the really considerable export of capital in the past year 
was to Canada, where conditions were most hke those 
at home. 

In any event, our intention is merely to point out the 
significance of this factor as something to be reckoned 
with when we attempt prediction of the future of our 
balance of trade. Foreign investment — this factor by 
itself — would tend to maintain our " favorable " trade 
balance. In 191 9 the amount of private capital exported 



was too small to have served as an offset to interest re- 
ceivable on the total of capital previously invested, had 
interest been paid on the government credit advances. 
Yet even so small an amount, when combined with the 
other items on the debit side, would have been sufficient 
to give us a net debit balance on invisible items, with- 
out including among the debits the further government 
credit advances made within the year. It is not im- 
probable, therefore, that our trade balance will continue 
" favorable " for some years, by reason of a moderate 
annually outgoing stream of new foreign investments. 
Eventually, the interest payable upon the accumulation 
of capital so invested would become large enough to 
swing the balance of trade in the other direction. 

Thus far, one conclusion stands boldly out. What- 
ever changes may occur in our trade balance will be due 
principally to the changes in the capital and interest 
account, which has become easily the dominating item 
in our international balance. For the present, and until 
1923, this account will be subject to a special circum- 
stance which renders certain the prediction that down to 
1923, at the least, our balance of trade will continue to 
show some excess of exports over imports, though it is 
no less certain that this excess will be greatly reduced 
from the high figures of our export balances of the past 
five years. This circumstance is the funding of the gov- 
ernment credit advances to foreign governments. An 
arrangement to this end was made some months ago 
between the United States Treasury and the govern- 
ments concerned, but was deferred at the request of the 
Ways and Means Committee of the House pending an 
inquiry as to the need for specific legislation. On April 3 
the Committee reported to the Secretary its decision 
that no additional legislation was necessary. It is pre- 
sumable that in addition to the direct advances to 
finance exports, the sales of army and other supplies on 
credit will be included in the operation. In addition to 
the credit advances the interest payments for three 
years will be funded. In other words, interest on gov- 
ernment credits cannot be counted as a credit item in 
our balance prior to 1923. What this means can be seen 
from the figures. The direct advances amount to (on 
March i, 1920) $9,659,834,649, and the unpaid interest 
(to January i, 1920) to $324,212,000, giving a principal 
of $9,984,047,000. Adding the $685,000,000 which rep- 
resents army and other supplies sold on credit, the 
present principal becomes $10,669,047,000. Adding 
the compound interest for three years, at 5 per cent, 
the principal in 1923 will be $12,350,000,000, and the 
interest, payable in cash or its equivalent, $618,000,- 
000. 

The effect of this postponement of the interest pay- 
ment, as also of its inclusion in 1923, will be seen from the 
accompanying table, which shows our annual balance of 
indebtedness on invisible items in the pre-war period, at 
the present time, and in 1923. 

The first column shows the amount of our indebted- 
ness on invisible items — and the distribution of the 
total sum — which was responsible for our " favorable " 
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ANNUAL BALANCE OF INDEBTEDNESS ON 

INVISIBLE ITEMS EXCLUDING NEW 

PAYMENTS AND LOANS 

(Units of $i,ooo,cx)o) 





The 
Pre-war 
Period 


The 
Present 


1923 




Credit 


Debit 


Credit 


Debit 


Credit 


Debit 


1. Net interest payments on 

private capital 

2. Net interest payments on 

public advances 

3. Net freight payments 

4. Immigrants' remittances .... 

5. Tourists' expenditures 

6. Insurance premiums, commis- 

sions, a;nd miscellaneous . . 




160 

35 
ISO 
ISO 

30 


122 
73 


300 
SO 

30 


122 

618 
73 


300 
ISO* 

30 


Totals 




S2S 
S2S 


19s 


380 

I8S 


813 

333 


480 


Net balance 





* Taken at the pre-war figure. 

balance of trade from 1873 to 1914.*' The second column 
shows the present balance, containing the changes 
which have occurred since 191 4 and are now operative. 
We postpone reference to all other items than that of 
interest payments. This latter shows a striking change. 
From a debit representing interest paid by the United 
States to the amount of about $160,000,000 a year, it 
has become a credit representing interest payable to the 
United States of $122,000,000 a year. Yet this interest 
payment is small compared with the volume of our 
capital abroad. It represents only interest on private 
capital — now about $3,350,000,000. Interest on the 
much larger sum of government credit advances is not 
payable, except in bonds or long-time notes. The result 
is that the credits shown in the present balance are 
scarcely more than half as large as the debits. There is 
a net debit balance of $185,000,000. Any increases in 
the debit items shovm, or any purchases by our govern- 
ment of European currencies to defray our military or 
other expenditures in Europe, or any further advances 
of credit to Europe either publicly or privately, would 
still further increase this net debit balance. This net 
debit on invisible items means for the balance of mer- 
chandise trade an excess of exports over imports. It is 
certain therefore that until 1923 our "favorable" 
trade balance will continue, but that it vdll be reduced 
in amount. That it will be reduced to so small a figure, 
however, as that which is here shown — $185,000,000 — 
is altogether improbable, in view of the other factors 
which we have mentioned as likely to be found as addi- 
tional items on the debit side of our international bal- 
ance during this period. 

But in 1923, according to the present arrangement, 
the interest payments on government credits will make 
their appearance in the balance. The result is seen in 
the final column of the table. There is added $618,000,- 
000 of interest to the credit side, making the total yearly 



interest payments the very large sum of $740,000,000, 
and the total of the credit side of the balance $813,000,- 
000. The result will be to give us for the first time a net 
credit balance on invisible items, which on the basis of 
the figures given in the table would be $333,000,000. 
This credit balance would indicate a small excess of 
imports over exports. 

That this change in our trade balance will occur at 
that time, however, the writers do not predict. Other 
factors, which we have already considered, are still 
likely to be operative. If we should stUl have heavy 
expenditures to make in Europe, of military or other 
nature, that circumstance alone would wipe out the net 
credit balance which our table shows, and postpone 
the overturn of the trade balance. If it should be neces- 
sary to renew or prolong the funding arrangement, the 
effect would be similar. If new credits in any form were 
still being advanced, the result would be the same. 
Above all, as has been shown, a moderate outflow of 
capital in the form of foreign investment would entirely 
offset the smaU credit balance for a limited period, and 
result either in a balancing of exports and imports or in 
a moderate excess of exports. Eventually, however, it 
must be repeated, the effect of this outgo of capital 
would be so to increase the interest charge receivable as 
to result in a net excess of credits on invisible account 
and a consequent excess of imports over exports. This 
latter condition seems inevitable as an ultimate. conse- 
quence of the changes brought about by the war in the 
state of our international trade and credits. 

Before leaving the table of comparisons of the invisi- 
ble items we may note the changes which have occurred, 
and are likely to occur, in the items other than interest 
payments; and endeavor to determine what quantita- 
tive effect they may be expected to have upon our 
future international balance. The first is the shipping 
account. This item shows a change from a net debit of 
about $35,000,000 a year in the pre-war period to a net 
credit of about $73,000,000 at present. This is the re- 
sult of the expansion of our merchant marine. That 
this item will remain as stated, however, is most uncer- 
tain. Before the war, it was generally conceded that an 
American marine would be more expensive, in both 
construction and operating costs, than British ships. 
But the outlays for yards and organization have been 
made, under circumstances in which comparative costs 
here and abroad were necessarily a secondary considera- 
tion. Not only have our ships been built under these 
unusual conditions, but they are being operated under 
particularly favorable circumstances — a relative scar- 
city of shipping in proportion to world needs (though 
this scarcity is fast disappearing), and a level of freight 
rates higher (taking the past three years as a unit) than 
has probably ever been witnessed in the history of 
maritime steam transportation. Whether under more 
normal conditions our shipping can hold its own, and 
whether, if there should prove to be a persistent Cost 
difference in favor of British or other shipping, it is to be 



*'■ The items as here given relate to the period 1896-1914. 
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compensated by subsidy, must be regarded as unsettled 
questions. In any event, it appears certain that the 
shipping item will not have more than a minor place in 
our balance of payments. We have stated it as a net 
credit of $73,000,000. But this sum was computed at a 
high level of freight charges as compared with pre-war 
years. Computed at the pre-war level, the item would 
be reduced to about one-fourth of its present size, or 
about $18,000,000. Even a considerable further expan- 
sion of our merchant marine would not be of important 
quantitative effect if it were accompanied, as seems 
reasonable to anticipate, by a considerable fall of freight 
rates in the years to come. 

More important will probably be the changes in the 
items which still remain on the debit side of our balance 
— the remittances of tourists and immigrants. Immi- 
grants' remittances have already surpassed their pre- 
war average. A large further increase appears unlikely, 
since the factors producing so great a volume of remit- 
tances as we have stated, $300,000,000, have probably 
reached their maximum of effectiveness — the inflated 
price level, the special need of those in the old country, 
the increased means of those on this side, the marked 
depreciation of the exchanges inviting purchase of the 
home internal bonds and currencies for purposes of 
small-scale speculation and remittance. An increase 
due to new immigrants — such as the wave, now said to 
be expected, of returning laborers who left when the war 
began — would have as an offset the sums brought in 
by them. 

Much more probable is an increase in tourists' expend- 
itures. Since 191 4 the annual tide of visitors to Europe 
has been missing. There is doubtless an accumulation 
of persons awaiting the opportunity to make the visit. 
A movement of tourists to the battle fields would espe- 
cially appear probable. Reports from Europe indicate 
that rather elaborate plans — hotel keepers' conven- 
tions, discussion, preparation — are being made for an 
influx of American tourists. It has come to the atten- 
tion of the writers directly that at least some of our 
foreign exchange houses are showing no little interest in 
the probable volume of tourists' remittances to France 
in the next five years. In Rome, the tourist hotels, 
which were taken over for war and housing purposes, 
are being reclaimed by their proprietors. It appears 
altogether safe, therefore, to predict an increase of 
tourists' expenditures to a figure considerably beyond 
that of the pre-war period, which we have entered in 
our balance for 1923 at $150,000,000. It might amount 
to $250,000,000 — no very considerable increase when 
it is recalled that in the years immediately prior to the 
war, this item was generally taken at $200,000,000 
rather than $1 50,000,000. Should this increase occur, it 
would of course serve to reinforce the caution which we 
have given against assuming that the payment of full 
interest on our capital abroad in 1923 wUl necessarily 

'^ See p. 27. Import of gold from England began on a large scale in 
March. Consignments of British gold to the amount of $78,800,000 were 
received between January i and April 10. 



result at that time in an overturn in our trade balance 
and an excess of imports over exports. 

The remaining evidence furnished by the present 
study is that afforded by the statistics of merchandise 
and of specie in 191 9. The latter present the anomalous 
circumstance of our largest net export of specie in a 
single year coincident with our largest favorable balance 
of trade. The former contain several matters of interest 
and significance which have already been pointed out; 
but above all they show the present trend of our mer- 
chandise trade. The specie situation, despite the appar- 
ent anomaly, is the quite logical, though certainly very 
striking, consequence of the present abnormal state and 
basis of world trade. Though to our view in no way 
alarming — and still less a matter for surprise — it 
raises certain significant questions. The explanation of 
it has been given already. With our gold embargo re- 
moved, and the various " credit-exchange " arrange- 
ments made with some of the leading neutrals at an end, 
gold is flowing in the normal manner to cover our trade 
and credit deficits, accumulated during and since the 
war, to these neutrals, in some of which the dollar is 
even yet at a discount. Also, it is probable that so far 
as concerns Argentina — to which the gold movement 
was heavy last year and has been still heavier in the 
present year — part of the gold movement, as already 
explained, is on British account. On the other hand, our 
trade and credit relation with Europe calls logically for 
an even heavier inflow of gold from that quarter. On 
our whole balance we should have a net gold inflow. 
But Europe is still on an inconvertible paper basis, and 
the gold embargoes, with the exception presently to 
be noted,*^ are still in effect. 

With the intricate and technical special problems that 
arise regarding international trade under conditions of 
depreciated paper we need not concern ourselves in this 
paper. But it is of importance to consider to what ex- 
tent the general monetary derangement of the European 
countries is indicative of their economic condition, and 
in particular of the state of their international relations 
of trade and credit with the United States. This sub- 
ject has been widely and controversially discussed, par- 
ticularly upon the occasion of the spectacular decline of 
sterling in the late fall and early winter just passed — 
the discussion crystallizing finally into two opposite 
camps. In the one camp were those who held that the 
depreciation of the exchanges was the direct and sole 
consequence of the enormous indebtedness on trade and 
credit balance of the European countries to the United 
States, an indebtedness which they could not defray 
with goods and which they would not meet with specie 
payments, their gold being impounded under the gold 
embargoes. And indeed, all the gold of Europe would 
not be sufficient to cover the balance owed. In the 
absence of goods or of gold wherewith to pay the 
balance due, the exchange mechanism was broken 
down, there were no " gold points," exchange fluctuated 
violently with the variations in the state of the inter- 
national balance owed to our side. In general, exchange 
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was progressively declining, an indication that Europe's 
indebtedness to us and her inability to pay were be- 
coming steadily worse. The prediction will be recalled, 
from an eminent financier of another country visiting 
in this, that unless $35,000,000,000 was soon forth- 
coming, out of an international pool to be devised for 
the purpose, no hope of a recovery could be extended; 
sterling would be down to $2 00. 

In the other camp were those who held that the de- 
preciation of the exchanges had nothing to do with in- 
ternational balances; but was purely a phenomenon of 
the domestic currency and prices. Inconvertible paper 
lavishly issued depreciates; European countries were 
steadily issuing more and more inconvertible paper and 
price levels were steadily rising. 

Into the theoretical controversy thus raised it would 
perhaps be unprofitable for our present purpose to enter 
at any length. As is so often the case, there is truth in 
both views. It may be noted that in such inductive 
studies as have been made of the international trade 
and credit balances of countries on a basis of depreciated 
inconvertible paper currency, there is found to be an 
interaction between the two factors which have been 
seized upon in this discussion as being each solely and 
exclusively responsible for the depreciated exchanges. 
Overissue of inconvertible paper and a deficit on in- 
ternational balance are of precisely the same effect on 
the exchange market; and any marked variation in 
either factor effects a change in the other. Either 
alone would, if marked and persistent, cause depre- 
ciation ; both together are bound to.*^ And it may be 
noted, also, that both represent forms of borrowing; the 
issue of inconvertible paper being in the nature of a 
forced internal loan, and the deficit on international 
account resulting from heavy borrowing from abroad. 

On one point, however, there can be no question. 
The extraordinary purchases of our goods by Europe, 
under the stress of war and reconstruction, financed 
mainly by funds furnished by the United States and 
only to a minor extent — and that only early in the war 
— by European gold, would have occasioned a decline 
of the European exchanges even had there been no war- 
time issues, whatever, of paper currency. On the other 
hand, it is equally true that the marked fall of the ex- 
changes late in 191 9 was not ascribable solely to the 
state of the European trade and credit balance with the 
United States, but was due in part to the domestic 
currency situation. 

Especially was this the case with sterling, though 
there a principal cause of the decUne was the heavy buy- 
ing by other countries from us through London and the 
sterling medium, on the basis of credits established in 
London for their account. The fact that sterling was at 
a much smaller discount in dollars than were the cur- 
rencies of the other countries offered a powerful induce- 
ment to this mode of purchase. In this and other ways 
England has been carrying some of the burden of her 

^^ See John H. Williams, Argentine International Trade under Inconvertible 
Paper Money, Harvard University Press, 1920, Chapters II, XI. 



neighbors. The official statistics of British trade for 

1 91 9 show a gain in both imports and exports, with 
some tendency, though as yet slight, for exports to gain 
on imports. On a relative basis, imports in January 

1920 increased 125 per cent over the imports of January 
1919 (from about £47,000,000 to about £106,000,000) 
whereas exports increased about 36 per cent (or from 
about £135,000,000 to about £183,000,000). Much of 
this increase, on both sides, is doubtless merely price 
inflation. Yet the very large increase in exports is 
justly creating confidence on the other side, especially 
inasmuch as the increase shown in the total figures is 
even more strikingly shown in some of the staple 
British exports, particularly in textiles. It is to be re- 
membered, too, that with the large volume of British 
capital abroad and her shipping earnings, an excess of 
her merchandise imports is still the normal and logical 
expectation. 

All in all, it appears certain that Great Britain is 
fully able to pay her way, and that her position will 
steadily improve. Conditions elsewhere are less certain. 
French and Italian trade as yet show only slight indica- 
tions of recovery. The monetary situation is apparently 
worse than a year ago. In the case of France, besides 
other burdens, must be reckoned the possible loss of 
31,000,000,000 francs of investments in Russia, Turkey, 
and the Balkans; ^ at least the interest payments have 
ceased, a factor which bears most unfavorably upon her 
international balance, at a time when aU her credits 
would in any case be far too little to meet her indebted- 
ness for goods and loans from the United States. More- 
over, the complete fulfillment of the German reparation 
engagements cannot be counted upon as very certain. 
In Germany and Russia the situation is still less pre- 
dictable. 

This situation, thus very roughly sketched, has of 
course a bearing upon our policy as to the further financ- 
ing of our exports to Europe. With the decision of the 
Treasury, that the time has come for governments to 
" get out of banking and trade; " and its statement 
" that governmental control only postpones sound solu- 
tions of the problems " (especially in the case of the bor- 
rowing country, where governmental control may well 
be in danger of postponing an adequate realization of 
individual responsibilities and burdens), we are in 
hearty accord. Such credits as are granted should be 
chiefly of private character. That credits are being now 
granted in this way — that, in other words, exporters 
and bankers are finding devices for carrying their foreign 
customers — is of course generally known. That the 
practice should, and indeed must, go on for a time, 
though in diminishing volume, is also generally agreed. 
To rest the case solely upon considerations of self- 
interest, it should go on in the interest of our exporters 
who are committed to a large-scale program from which 
they could not hastily withdraw without injury; in the 
interest, too, of the assurance of our financial security 

** In Russia 20,000,000,000 francs; in Turkey 6,000,000,000 francs; in 
the Balkans 5,000,000,000 francs. 
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in Europe; and also of such assurance as can be thus 
consciously achieved against any upset of our none-too- 
firmly balanced financial equilibrium at home. From 
every viewpoint a gradual diminution of our huge 
export trade (amounting to $8,161,000,000 in 191 9), a 
gradual change to the new position of an excess of im- 
ports which appears ultimately inevitable, is desirable; 
and that gradual diminution would appear to render 
necessary a gradual, rather than an abrupt, relinquish- 
ment of our policy of export financing. 

Another factor which would tend to lessen the likeK- 
hood of an abrupt decline of our exports, and at the 
same time to solve ultimately the problem of our export 
financing, is the already strikingly noticeable upward 
trend of our imports. And of this we shaU speak pres- 
ently. As yet, however, so far as concerns our trade 
with the former European belligerents, the gain in our 
imports from them is only slight, and is fully offset by 
a corresponding gain in our exports to them. This 
circumstance is corroborative of the general picture 
of European conditions which we have so roughly 
sketched. Besides its bearing on our credit pohcy, it has 
a connection with the general monetary situation to 
which reference has been made. So long as this situa- 
tion continues there is Httle Hkelihopd that the Euro- 
pean countries — Great Britain being always excepted 
— will be able to return to a gold monetary basis. The 
abnormal status of trade under inconvertible paper will 
continue. In Germany and Russia it wiU probably con- 
tinue for a considerable period, and perhaps wiU end not 
by a return to the former monetary imit but by the 
creation of a new unit of smaller denomination. France 
will probably be able to resume at a considerably nearer 
date. So long as the inconvertible paper regime is con- 
tinued, however, it is entirely possible that we shall con- 
tinue to witness a larger outflow than inflow of gold. 
But this process would find its limit when sufficient gold 
had been released to remove the accumulation of debit 
balances which have been piled up against us by the 
neutral countries of Latin American and the Orient. 

Ultimately, however, there will be a monetary read- 
justment in the European countries. In spite of pro- 
posals for an international agreement for a new and 
different monetary basis, there appears no reason to 
doubt that there will be a general return to the gold 
standard. When that return is effected after a nmnber 
of years, the normal expectation from the state of our 
international balance would be an inflow of gold from 
Europe and a rising price level. But in this, as in so 
many other phases of our abnormal international sit- 
uation, the orthodox workings of international trade 
theory — resting as they do upon the supposition of 
normal trade, price, and monetary conditions — can- 
not be expected to work themselves out. Some general 
deflation is the common expectation. With the Euro- 
pean stock of gold already diminished by reason of the 
huge losses early in the war, and so vast a structure of 
inconvertible paper cvirrency, and with the United 
States holding (at the end of 191 8) fuUy one third of the 



gold monetary stock of the world, we are more likely to 
see a net outflow of gold, though not so great a flow as 
would be the case but for our favorable international 
balance. We are certain to see some fall of prices, but 
not so great a fall as would otherwise occur. And as an 
ultimate result, it appears inescapable that our price 
level must be sufficiently above that in European coun- 
tries to establish the necessary basis for that excess of 
imports over exports which wiU be the logical final 
consequence of the war-time changes in our interna- 
tional position. 

Some inflow of gold — and that perhaps considerable 
■ — there will doubtless be. We are having such an in- 
flow already from Great Britain. The movement which 
began last month has brought to date (April 8) a total 
of $41,700,000 in gold shipments from London to New 
York. In part this gold has consisted of purchases of 
Australian and South African gold through the Lo'ndon 
auction room, and as such is without special signifi- 
cance.^^ In part, however, it has come from the Bank of 
England, and as such is the strongest indication that 
has yet appeared in our direct trade relations with 
Great Britain, that the British situation is steadily re- 
verting to normal. This gold inflow, however, has been 
more than matched by the gold outflow, chiefly to 
South America, the total outgoings since the first of the 
year amounting to $144,000,000.^^ 

But the gold movements, and indeed much of the 
other evidence furnished by our survey of the balance 
of payments in 1919, is subordinate in importance to 
the evidence afforded by the trend of the merchandise 
trade itself. For the whole year, as has been said, we 
had the largest surplus of merchandise exports in our 
history; in other words, an. apparent continuance and 
even an accentuation of the abnormal condition which 
characterized our trade in the war period. But the half- 
yearly and the quarterly figures tell a very different 
story. To repeat: they show that this largest surplus of 
exports was due entirely to the conditions which ob- 
tained in the first half of the year. The expansion of the 
exports which began with the first year of the war 
reached its turning point in the enormous export total 
of $928,000,000 in the single month of June 1919. The 
exports of the second half of the year showed a decline. 
The decUne was only slight — from $4,201 ,000,000 in 
the first half of the year to $3,962,000,000 in the last half 
(a decline of oifly $239,000,000 in six months of trade), 
but even this is significant when it is recalled that (be- 
sides the fact that prices were higher) the second half- 
year contains the major portion of the harvest export 
season, and should therefore normally show a larger 
total of exports than the first half of the year. 

The striking change, however, was in the imports. In 
1 918 the monthly averages for the quarter-years showed 

^* Except as demonstrating that we are now in a position to bid success- 
fully against India and certain other countries where the discount on sterling 
and the consequent advantage in bidding has been greater than here, so that 
during most of the year the auction gold has been going elsewhere. 

"^ Total receipts between January i and April 8 have been $66,900,000, 
and total gold exports $144,000,000, leaving a net loss in gold of $77,100,000. 
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a distinct decline from the second quarter through the 
rest of the year. But in 191 9 there set in a rapid and 
steady expansion of imports — from $246,000,000 in 
the first quarter to $306,000,000 in the second, to $367,- 
000,000 in the third, and $411,000,000 in the last three 
months of the year. The figures available for the trade 
of the current year indicate a continuance of this up- 
ward movement of the imports. In consequence of this 
increase in imports the trade balance of the second 
half of 1 91 9 underwent a very marked decline — from 
$2,547,000,000 in the first half-year to $1,620,000,000 in 
the second half of the year, a decline of $927,000,000, or 
about 36 per cent. 

This consistent and pronounced increase of the mer- 
chandise imports is the outstanding fact of the year. It 
indicates that the new " swing " has began in our in- 
ternational trade. It shows beyond any question that 
our huge excess of exports, conceded on all hands to be 
abnormal and incapable of continuance beyond a brief 
period, is already in the process of disappearance. It 
may well be asked, however, in view of so large a growth 
as has occurred in the imports in the past year, whether 
the disappearance of our favorable balance will not 
come about qviite as much by a process of the imports 
growing up to the exports as by actual diminution of 
exports. Diminution of one sort there wiU be in both 
terms of the trade balance. The value figures will 
diminish with the deflation of prices; but in the general 
deflation process, at home and abroad, this diminution 
of value, so far as due merely to faUing prices, would 
be without special economic significance. 



Whether our excess of exports will disappear alto- 
gether, and when, and whether it will be succeeded by 
an excess of imports or by a mere balancing of exports 
and imports, are questions answerable — so far as 
definite answers can be given — by reference to the 
changes in the invisible items of our balance of inter- 
national payments. We may svimmarize such definite 
assertions as we have ventured to make. The ultimate 
consequence of our shift from the debtor to the creditor 
position must be an excess of imports over exports. 
When this wiU occur, whether in five years or not for a 
decade, will depend on the changes in the invisible items 
of our balance (and perhaps too upon decisions of in- 
ternational policy) about which prediction cannot be 
made with confidence. The dominant item in our bal- 
ance wiU certainly be the capital and interest account. 
A moderate annual export of capital in the form of for- 
eign investment might postpone the overturn of the 
trade balance to a period several years hence, say until 
the late twenties. As a matter of opinion, we think this 
likely. A wiping off of a part of the government credits 
would have a similar effect; if that part were very con- 
siderable the effect might indeed be long felt, and give 
us a " favorable " trade balance for an extended period. 
But there is no reason to anticipate such an occmrrence. 
It can be asserted positively that by reason of the fund- 
ing of the principal of the government credit advances 
and of the interest thereon for a three-year period there 
will be an excess of exports over imports, though of re- 
duced amount as compared with the last five years, at 
least until the year 1923. 



